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TARGETED FISCAL ASSISTANCE TO STATE AND
LOCAL GOVERNMENTS

MONDAY, MARCH 18, 1079

U.S. SENATE,
SuscoMMITTEE ON REVENUE SHARING,
INTERNATIONAL REVENUE InpacT, AND EcoNoMIc PROBLEMS,

or THE CoMMITTEE ON FINANCE,
Washington, D.C.

The subcommittee met at 10 a.m., pursuant to notice, in room 1224,
Dirksen Senate Office Building, Hon. Bill Bradley (chairman of the

subcommittee) presiding.
Present : Senators Bradley, Moynihan, Durenburger, Danforth, and

Chafee. _
The press release announcing these hearings, and the bills S. 200

and S. 566, follow:]
[Press Release from the Committea on Finance, Mar. 2, 1979)

SUBCOMMITTEE ON REVENUE SHARING, INTERGOVERN MENTAL REVENUE IMPACT, AND
EcoroMIC PROBLEMS ANNOUNCES HEARINGS ON TARGETED FISCAL ASSISTANCE TO .

LocAL GOVERNMENTS

Subcommittee Chairman Bill Bradley (D-N.J.) today announced that hear-
tngs will be held on March 9 and 12, 1879, on 8. 200, a bill to establish a supple-
mentary antirecession flscal assistance program for local governments suffering
severe unemployment and an Administration proposal to provide targeted fiscal
assistance to local governments requiring fiscal relief. These proposals would
rgglsace the Antirecession Fiscal Assistance Act which expired on September 30,
1978.

The hearing on Friday, March 9, will be held in Room 2221, Dirksen Senate
Office Building and will begin at 10:00 A. M.

The hearing on Monday, March 12, will be held in Room 1224, Dirksen Senate
Office Building, and will begin at 10:00 A M. :

Senator Bradley noted that, “The Countercyclical Assistance Program which
expired last year provided critlcal assitance to State and local governments
which had been suffering from high unemployment and inadequate revenues.”
He added that, “Termination of this program has proven disastrous for many
local governments which continue to suffer from high unemployment and fiscal
distress. The President’s proposal for targeted emergency aid to those communi-
ties and a standby countercyclical assistance program is an important step in the
right direction. The purpose of these hearings is to consider this and other pro-
posals and fashion legislation which I hope the Congress can approve at the
earliest possible date.”

Requests to testify.—Persons who desire to testify at the hearing should submit
a written request to Michaél Stern, Staff Director, Committee on Finance, Room
2227 'Dirksen Senate Office Building, Washington, D.C. 20510 by no later than
close of business on Wednesday, March 7, 1979.

Legislative Reorganization Act.—Senator Bradley stated tbat the Legislative
Reorganization Act of 1946, as amended, requires that all witnesses appearing
before the Committees of Congress “to file in advance written statements of their
proposed testimony, and to limit their oral presentations to brief summaries of
their argument.”

’ )
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Witnesses scheduled to testify must comply with the following rules:

(1) Due to the large number of witnesses who will be testifylng and the limited
time available, all witnesses are urged to confine their oral presentation to not
more than ten minutes. )

(2) All witnesses must include with their written statement a summary of the
principal points Included in the statement.

(3) The written statements must be typed on letter-size paper (not legal size)
and at least 100 copies must be submitted by the close of business the day before
the witness is scheduled to testify. .

(4) Witnesses are not to read their written statements to the Subcommittee,
but are to confine their ten-minute oral preseatations to a summary of the points
included in the statement.

(5) A copy of the statement must be filed by noon the day before the day the
witness is scheduled to testify.

Written testimony.—Senator Bradley stated that the Subcommittee would be
pleased to recelve written testimony from those persons or organizations who
wish to submit statements for the record. Statements submitted for incluston in
the record should be typewritten, not more than 25 double-spaced pages in length,
and malled with five (§) copies by March 30, 1979, to Michael Stern, Staff Direc-
tor, (l:)oémmzlggg on Finance, Room 2227 Dirksen Sengte Office Building, Washing-
ton, D.C. A . ‘



96T CONGRESS
18T SESSION ° 200

To amend title II of the Public Works Employment Act of 1976 to extend the
antirecession provisions of that Act, and to establish a supplementary antire-
cession fiscal assistance program for local governments suffering severe
unemployment.

IN THE SENATE OF THE UNITED STATES

JANUARY 23 (legislative day, JANUARY 15), 1879

Mr. DanrorTH (for himself, Mr. WiLL1AMS, Mr. MOYNIHAN, and Mr. JAviTs)
introduced the following bill; which was read twice and referred to the
Committee on Environment and Public Works

A BILL

To amend title II of the Public Works Employment Act of 1976
to extend the antirecession provisions of that Act, and to
establish a supplementary antirecession fiscal assistance pro-
gram for local governments suffering severe unemployment.

1 Be it enacted by the Senate and House of Representa-
2 tives of the United States of America in Congress assembled,
3 SeEcTION 1. This Act may be cited as the ‘“Intergovern-
4 mental Antirecession and Supplementary Fiscal Assistance
5 Amendments of 1979,

n—E@®
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SEc. 2. Section 201 of the Public Works Employment

Act of 1976 (42 U.S.C. 6721) is amended by striking out
“and” at the end of paragraph (6), by striking out the period

at the end of paragraph (7) and inserting in lieu thereof *;

and”, and by adding at the end thereof the following new

paragraph:.

“(8) that i)oth an antirecession fiscal assistance
program and a supplementary antirecession fiscal as-
-sistance “Wmﬁ”fovemmems requiring
fiscal relief constitute essential elements of a sound
Federal fiscal policy.”.

Sec. 3. The Public Works Employment Act of 1976

(42 U.S.C. 6721 et seq.) is amended by inserting after sec-

tion 201 the following:

“Subtitle A—Antirecession Fiscal Assistance”.
SEc. 4. (a) Section 202(b) of the Public Works Employ-

ment Act of 1976 (42 U.S.C. 6722(b)) is amended—

(1) by striking out “subsections (c) and (d)” and
inserting in lieu thereof “‘subsection (c)”’;

(2) by striking out “five” and inserting in lieu
thereof “‘thirteen’’;

(3) by inserting “the sum of’ after “‘under this
title”’;

(4) by striking out “plus’ at the end of paragraph
(1), and by striking out the period at the end of para-
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graph (2) and inserting in lieu thereof a comma and the

word “and”’; and

(5) by adding at the end thereof the following new
paragraph:

“(3) such sums as may be necessary to carry out
the provisions of section 208.”.
(b) Section 202(c) of such Act 42 U.8.C. 6722 (c)) is

amended—

(1) by striking out “five’”’ and inserting in lieu
thereof “eight”’; and

(2) by striking out “July 1, 1977” and inserting
in lieu thereof “October 1, 1978".
(c) Section 202(d) of such Act (42 U.S.C. 6722(d)) is

amended to read as follows:

“(d) SUSPENSION OF ASSISTANCE.—

“(1) SuspeNSION.—If the average rats of unem-
ployment for the United States is less than 6 percent
for each of two consecutive quarters, no amount may
be paid under this subtitle for the fourth calendar quar;
ter of the four calendar-quarter period which began
with the first of such two calendar quarters, or for any
subsequent calendar quarter.

“(2) TERMINATION OF SUSPENSION.—Notwith-
standing paragraph (1) of this subsection, amounts may"
be paid under this subtitle for calendar quarters begin-
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4
ning after any calendar quarter for which the average
rate of unemployment for the United States equals or
exceeds 6 percent until such time as paragraph (1) may
require another suspension of payments."”.

SEc. b. (a) Section 203(¢) of the Public Works Employ-

ment Act of 1976 (42 U.S.C.'6728(c)1)) is amended—

(1) by striking.out “The Secretary” in paragraph
(1) and inserting in lieu thereof the following: ‘‘Except
as provided in section 206(b), the Secretary’’, and

(2) by redesignating paragraph (4) as (5) and in-
serting after paragraph (3) the following new para-
graph:

‘“(4) STATISTICAL METHODOLOGY FOR UNEM-
PLOYMENT BRATES.—Notwithstanding any provision of
paragraph (3) to the contrary, in the case of a unit of
local government which encompasses, or is within, a
standard metropolitan statistical area or central city for
which current population surveys were used to deter-
mine annual. unexhployment rates before January 1,
1978, the Secretary of Labor shall determine or assign
the unemployment rates for such government calculat-
ed by the current population survey methodology used
prior to January 1, 1978, if such rates are higher than
rates determined or assigned by the Secretary of Labor
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for that government without applying the current pop-

ulation survey methodology.”.

(b) Section 203 of such Act (42 U.S.C. 6723) is amend-
ed by adding at the end thereof the following new subsection:

“(d) REALLOCATION OF UNDISTRIBUTED RESERVED
AMOUNTB.—-—H, for any calendar quarter, the amount re-
served under subsection (a)(1) for payments to State govern-
ments or under subsection (a)(2) for payments to local gov-
ernments exceeds the sum of the amounts payable to State or
local governments because of the limitation contained in sub-
section (c)(5) or -because of the suspension-of-payments re-
quirement contained in section 210(b), then the Secretary
shall reallocate the excess among State governments or local
governments, as the case may be, receiving payments for the
calendar quarter and pay to each such State or local govern-
ment an amount which bears the same ratio to the amount of
the excess as the amount of the payment made to such gov-
ernment for the calendar quarter without regard to this sub-
section bears to the sum of the payments made to all State or
all local governments, as the case may be, for the calendar
quarter without regard to this subsection.”.

SEc. 6. Section 205 of the Public Works Employment
Act of 1976 (42 U.S.C. 6725) is amended by striking out
paragraph (6) and by redesignating paragraphs (7) and (8) as
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1 (6) and (7). Title IT of such Act is amended by striking out
2 section 209 (42 U.8.C. 6729).
3 Sec. 7. Title II of the Public Works Employment Act
4 of 1976 is amended by inserting after section 205 the follow-
5 ing new section:
8 ‘““ADJUSTMENTS FOR PAYMENTS
7 “Sec. 206. (a) IN GENERAL.—Payments under this
8 subtitle and subtitle B may be made with necessary adjust-

9 mentson account of overpayments or underpayments.

10 “(b) CHANGES IN METHODOLOGY.—

11 ‘(1) SUPPLEMENTAL ALLOCATIONS FOR REDUC-
12 TIONS ATTRIBUTABLE TO CHANGE IN METHODOLO-
13 6Y.—For any quarterly payment allocated pursuant to
14 section 202, 203, 231, or 282 in which a local govern-
15 ment’s allocation would be reduced as a result of the
16 termination of the use of current population survey

17 N data on an annual average basis to calculate the local

18 unemployment rate as determined or assigned by the
19 Secretary of Labor, the Secretary shall adjust the allo-
20 cation made pursuant to this subtitle and subtitle B
21 sufficiently to assure that such shwaﬁons are not less
22 than the amount that otherwise would have been allo-
23 cated to such local government under the unemploy-

24 ment rates calculated by the current population survey‘
25 methodology used before January 1, 1978,
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“(2) LuMp 8UM SUPPLEMENTAL PAYMENTS FOR

PREVIOUS UNDERPAYMENT.—For any previous quar-
terly payment allocated pursuant to sections 202 and
203 in which a local government’s allocation has been
reduced as a result of the termination of the use of cur-
rent population survey data on an annual average basis
to caleulate the local unemployment rate as determined
or assigned by the Secretary of Labor, the Secretary
shall make a lump sum supplement,al' payment such
that the total prior allocations made pursuant to this
subtitle are not less than the amount that otherwise
could have been allocated to such local government
under the unemployment rates calculated by the cur-
rent population survey methodology used before Janu-
ary 1, 1978.

“(3) SUPPLEMENTAL PAYMENTS LIMITED TO
UNITS OF GOVERNMENT WITHIN STANDARD METRO-
POLITAN STATISTICAL AREAS AND CENTRAL
CITIES.—No funds shall be made ava.ilable- under para-
éraph (1) or (2) to any unit of government which does
not encompass, or is not within, a standard metropoli-
tan statistical area or central city for which current
population survey methodology was used to determine

annual unemployment rates before January 1, 1978.”.
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8
1 SEC. 8. (a) Section 210 of the Public Works Employ-

2 ment Act of 1976 (42 U.S.C. 6730) is amended by striking
3 out subsections (b) and (c), and by- inserting in lieu thereof the
4 following:

5 “(b) SUSPENSION OF PAYMENTS FOR Low UNEM-
6 PLOYMENT.—

7 ‘(1) SusPENSION.—No amount shall be paid to
8 any)State or local government under the provisions of
9 this section for any calendar quarter if the average rate
10 of unemployment within the jurisdiction of such State
11 or local government during the second most recent cal-
12 endar quarter which ended before the beginning of such
13 calendar quarter did not exceed 6 percent.

14 “(2) TERMINATION OF SUSPENSION.—Amounts
15 may be paid under this subtitle to any State or local
16 government for which payments were suspended under
17 paragraph (1) beginning with any calendar quarter fol-
18 low.ring such suspension which follows a calendar quar-
19 ter for which the average rate of unemployment within
20 the jurisdiction of the State or local government ex-
21 ceeds 6 percent, until such time as paragraph (1) may
22 require another suspension of payments.”.

23 (b) Payments made under title II of the Public Works
24 Employment Act of 1976 for the calendar quarter beginning
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9
October 1, 1978, shall be made as soon as possible after
January 1, 1979, but in no event later than March 31, 1979.
SEc. 9. Section 215 of the Public Works Employment
Act of 1976 (42 U.S.C. 6735) is amended to read as follows:
“DATA PROVISION RESPONSIBILITIES
“S8Ec. 215. The Secretary of Labor shall provide infor-
mation and other necessary data and shall determine and
assign unemployment rates necessary for the administration
of this title. Such information, data, and rates shall be pro-
vided for each State and local government, and shall be made
available to the Secretary to assist him in carrying out the
provisions of this title. The Secretary of Labor shall also
advise the Secretary’ as to the availability and reliability of
relevant information and data.”.
SEc. 10. Section 216 of the Public Works Employment
Act of 1976 (42 U.S.C. 6736) is amended—
(1) by striking out ‘‘five” in subsection (a) and in-
serting in lieu thereof “thirteen”’,
(2) by striking out ‘“‘amount” in subsection (a) and
inserting in lieu thereof ‘“‘amounts”, |
(8) by striking out ““section 202(h)”" in subsection
(a) and inserting in lieu thereof ‘‘sections 202(b} and
231(c)”’, and
(4) by striking out “209,” in subsection (b)3)c).
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10
SEec. 11. Title IT of the Public Works Employment Act

of 1976 is amended by inserting after section 216 the follow-
ing:
“Subtitle B—Supplementary Fiscal Assistance
“FINANCIAL ASSISTANCE AUTHORIZED

“SEc. 231. (a) IN GENERAL.—Whenever the average
rate of unemployment for the United States equals or exceeds
5 percent and payments under subtitle A of this title are sus-
pended under section 202(d), the Secretary shall, in accord-
ance with the provisions of this subtitle, make payments to
local governments with unemployment rates above 6 percent.

“(b) PAYMENTS TO RECIPIENT GOVERNMENTS.—The
Secretary shall pay, not later than five days after tﬁe begin-
ning of each calendar quarter for which payments are author-
ized under subsection (s), to each local government which has
filed a statement of assurances under section 205, an amount
equal to the amount allocated to such government under sec-
tion 232,

“(c) AUTHORIZATION OF APPROPRIATIONS.—There
are authorized to be appropriated for each.of the first eight
calendar quarters beginning after September 30, 1978,
$85,000,000, plus such additional amounts as may be neces-
sary to carry out the provisions of section 206(bX1), for the
purpose of making payments to local governments under this
subtitle.,
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1 “(d) SUSPENSION OF ASSISTANCE.—

2 “(1) SusPENsION.—If payments are being made

3 under subtitle A or the average rate of unemployment

4 for the United States is below 5 percent during a cal-

5 endar quarter, no amount may be paid under this subti-

6 tle for the third calendar quarter of the three calendar-

1 quarter period which begins with such calendar quar-

8 ter, or for any subsequent calendar quarter.

9 “(2) TERMINATION OF BUSPENSION.—Amounts
10 may be paid under this subtitle for any calendar quar-
11 ter beginning after a calentiar quarter for which pay-
12 ments are suspended under paragraph (1) and for
13 which the average rate of unemployment for the
14 United States equals or exceeds 5 percent but is less
15 thean 6 percent.

16 “ALLOCATION OF SUPPLEMENTARY AMOUNTS

17 “Src. 232. (a) ALLOCATIONS TO LocaL GOVERN-
18 MENTS.—

19 “(1) IN GENERAL.—The Secretary shall allocate
20 amounts appropriated under the authorization con-
21 tained in section 231(c), an amount for the purpose of
22 making a payment to each local government, equal to
23 the sum of—

45-084 O <19 - 2
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12
‘“(A) the total amount appropriated for the
calendar quarter multiplied by the applicable local
government percentage, and
“(B) any supplemental allocation under sec-

tion 208.

“(2) APPLICABLE LOCAL GOVERNMENT PER-
CENTAGE.—For purposes of this subsection, the local
government percentage is equal to the .percentage re-
sulting from the division of the product of—

“(A) ﬁyhe local excess unemployment percent-
age, multiplied by
“(B) the local revenue sharing amount,
by the sum of such products for all local governments.

“3) SPECIAL LIMITATION.—If the amount which
would be allocated for a calendar quarter to any unit of
local government under this subsection is less than
$100, then no amount shall be allocated for such unit
of local government under this subsection for such
quarter.

“(4) SUPPLEMENTARY ANTIRECESSION FISCAL
ASSISTANCE PAYMENT NOT IN EXCESS OF $10,000
TO BE COMBINED WITH GENERAL REVENUE SHARING
PAYMENT.—If the amount of any payment to be made .
under this subtitle to & unit of local government is not

more than $10,000 for a calendar quarter, the Secre-
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13
tary shall combine the amount of such payment with
the amount of any payment to be made to such unit
under the State and Local Fiscal Assistance Act of
1972 (31 U.S.C. 1221 et seq.), and shall make a single
payment to such unit at the time payments are made
under that Act. Whenever the Secretary makes a
single, combined payment to a unit of local government
under this paragraph, he shall notify the unit as to
which portion of the payment is allocable to amounts
payable under this subtitle and which portion is alloca-
ble to amounts payable under that Act.
“(b) REALLOCATION OF UNDISTRIBUTED AMOUNTS.—
If, for any calendar quarter, the amount appropriated under
section 231(c) for payments to local governments exceeds the
sum of the amounts payable to local governments becm{se of
the limitation contained in subsection (c)(3) or because of the
suspension-of-payments requirements contained in subsection
(c), then the Secretary shall reallocate the excess among
local governments receiving payments for the calendar quar-
ter and pay to each such local government an amount which
bears the same ratio to the amount of the excess as the
amount of the payment made to such government for the
calendar quarter without regard to this subsection bears to
the sum of the payments made to all local governments for

the calendar quarter without regard to this subsection.
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““(c) SUSPENSION OF PAYMENTS FOR Low UNEM-
PLOYMENT.—
“(1) SusPENBION.—No amount shall be paid to

any unit of Jocal government under the provisions of

1

2

3

4

5 this section for any calendar quarter if the average rate
6 of unemployment within the jurisdiction of such local
( government during the second most recent calendar
8 quarter which ended before the beginning of such cal-
9 endar quarter was equal to or less than 6 percent.

10 “(2) TERMINATION OF SUSPENSION.—Notwith-
11 standing paragraph (1), amounts may be paid under
12 this subtitle to any local government for which pay-
13 ments were suspended under paragraph (1) beginning
14 with any calendar quarter following such suspension
15 which follows a calendar quarter for which the average
16 rate of unemployment within the jurisdiction of the
17 local government exceeds 6 percent.

18 “(d) For purposes of this subtitle, each term used in this
19 section which is defined or described in paragraph (3) of sec-
20 tion 203(c) shall have the meaning given to it in that para-
21 graph.

22 “APPLICATION OF CERTAIN SUBTITLE A moﬁsxons TO
23 THIS SUBTITLE

24 “SEc. 233. The provisions of sections 204, 205, 206,
25 207, 208, 211, 212, 213, 214, 215, and 2186 shall apply to -
26 funds authorized under this gubtitle.”. '
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96rg CONGRESS
18T SEBBION S ° 566

To authorize a targeted fisca! assistance program for payments to local govern-
ments requiring fiscal relief, an antirecession fiscal assistance program, and
_ for other purposes. '

IN THE SENATE OF THE UNITED STATES

MAagcH 7 (legislative day, FEBRUARY 22), 1979

Mr. MoynNTHAN introduced the following bill; which was read twice and referred
to the Committee on Finance

A BILL

To authorize a targeted fiscal assistance program for payments
to local governments requiring fiscal relief, an antirecession
fiscal assistance program, and for other purposes.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,

SEcTION 1. This Act may be cfted as the “Intergovern-
mental Fiscal Assistance Amendments of 1979".

8Ec. 2. Section 201 of the Public Works Employment
Act of 1976 (42 U.8.C. 6721) is amended by striking out
paragraphs (3), (5), and (6), by redesignating paragraphs (4)

and (7) as (3) and (4), respectively, by striking out the period
n-B

W =T D Ot b W D
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2

1 at the end of new paragraph (4) and inserting a semicolon in

2 lieu thereof, and by adding the following new paragraphs:

3

W W a2 O O

10
11
12
13
14
15
16
17
18
19

“(5) that both a highly targeted, transitional fiscal
assistance program which aids governments requiring
fiscal relief, and a program of fiscal assistance to pro-
vide insurance egainst a future recession, constitute es-
sential elements of a sound Federal fiscal policy;

“(6) that many local governments continue to ex-
perience high unemployment and fiscal strain, and have
been adversely affected by the loss of antirecession
fiscal assistance which has resulted in service cutbacks,
increased taxes, municipal layoffs or sale of municipal
assets; and

“(7) that highly t@rgebed fiscal assistance which
aids those jurisdictions requiring transitional fiscal
relief and provides necessary time to take steps toward
the fiscal smbﬂization of these governments would be
least disruptive of employment or service levels.”.

Sec. 3. The Public Works Employment Act of 1976

20 (42 U.S.C. 6721 et seq.) is amended by inserting after sec-

21
22
23

- tion 201 the following:

“Subtitle A—Targeted Fiscal Assistance”.
Sec. 4. Section 202 of the Public Works Employment

24 Act of 1976 (42 U.S.C. 6722) is amended to read as follows:
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3
“PISCAL ASSISTANCE AUTHORIZED

“Sec. 202. (a) PAYMENTS TO LOCAL GOVERN-
MENT8.—The Secretary of the Treasury (hereafter in this
tifle referred to as the ‘Secretary’) shall, in accordance with
the provisions of this subtitle, make annual payments for the
fiscal years beginning October 1, 1978, and October 1, 1979,
to local governments with local unemployment rates equal to
or in excess of 6.5 per centum.

“(b) AUTHORIZATION OF APPROPRIATIONS.—There
are authorized to be appropriated for the purpose of making
payments under this subtitle, the sum of $250,000,000 for
the fiscal year beginning October 1, 1978, and the sum of
$150,000,000 for the fiscal year beginning October 1,
1979.”.

Sec. 5. Section 203 of the Public Works Employment
Act of 1976 (42 U.S.C. 6723) is amended to read as follows:

“ALLOCATION

“Sec. 203. (8) IN GENERAL.—The Secretary shall al-
locate from amounts authorized to be appropriated under sec-
tion 202 for each appropriate fiscal year an amount to each
local government with a local unemployment rate equal to or
in excess of 6.5 per centum, subject to the provisions of sub-
sections (d) and (e), equal to the amount authorized for such
year, less the amount allocable under section 216(b)(1XA),
multiplied by the applicable local government percentage.



© ® N9 O o W Y =

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

20

4
‘“(b) APPLICABLE LoCAL GOVERNMENT PERCENT-
AGE.—For purposes of this section, the applicable local gov-
ernment percentage is equal to the quotient resulting from
the division of the product of —
“(1) the local excess unemployment percentage,
multiplied by
“(2) the local revenue sharing amount,
by the sum of such products for all local governments.
“(c) DEFINITIONS.—For purpose§ of this subtitle—
“(1) the local excess unemployment percentage is
equal to the difference resulting from the subtraction of
4.5 per centum from the local unemployment rate, but
ghall not be less than zero;
*“(2) the local unemployment rate—
“(A) for the fiscal year beginning October 1,
1978, is equal to the rate of unemployment in the
jurisdiction of the local government for the six-
month period which includes the two consecutive
calendar quarters ending September 30, 1978, as
determined or assigned by the Secretary of Labor
‘ and reported to the Secretary;
“(B) for the fiscal year beginning October 1,
1979, is equal to the rate of unemployment in the
jurisdiction of the local government for the six-

month period which includes the two consecutive
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calendar quarters ending June 30, 1979, as deter-

mined or assigned by the Secretary of Labor and

reported to the Secretary;
“(C) notwithstanding any provision of para-
graphs (A) and (B) to the contrary, in the case of

& local government which encompasses, or is

within, & standard metropolitan statistical area or

central city for which current population surveys
were used to determine annual unemployment
rates before January 1, 1978, the Secretary of

Labor, for the purposes of this subtitle, shall de-

termine or assign the unemployment rates for

such government calculated by the current popu-
lation survey methodology used prior to January

1, 1978, if such rates are higher than rates deter-

mined or assigned by the Secretary of Labor for

that government for the appropriate six-month pe-
riods without applying the current population
survey methodology.

“(3) the local revenue sharing amount 'is the
amount determined under section 108 of the State and
Local Fiscal Assistance Act of 1972, as amended, for
the most recently completed entitlement period, as de-

fined under section 141(b) of such Act; and
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“(4) the term ‘local government’ means the gov-
ernment of & county, municipality, township, or other
unit of government below the State which—

“(A) is a unit of general government (deter-
mined on the basis of the same principles as are
used by the Bureau of the Census for general sta-
tistical purposes), and

“(B) performs substantial governmental func-
tions. Such term includes the District of Columbia
and also includes the recognized governing body
of an Indian tribe or Alaskan Native Village
which performs substantial governmental func-
tions. Such term does not include the government
of a township area unless such government per-
forms substantial governmental functions.

“(d) MintMuM ALLOCATION.—If the amount which
would be allocated to any local government under this subti-
tle is less than $20,000, no amount shall be allocated for
such government under this subtitle.

“(e) PER CAPITA INCOME LIMITATION.—

~ *(1) IN GENERAL.—Except as provided in para-
graph (2), no amount shall be allocated under ‘this title
to any local government which had within its jurisdic-

tion a per capita income equal to or in excess of 150

per centum of the national per capita income for the
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1
most recently completed calendar year for which data

are available, as determined by the Bureau of the
Census for general statistical purposes and reported to
the Secretary.
“(2) NONCONTIGUOUS STATE ADJUSTMENT.—
The percentage of the national per capita income used
to limit allocations in paragraph (1) shall, for local gov-
ernments in the States of Alaska and Hawaii, be in-
creased by the average State percentage of basic pay
which civilian employees of the United States Govern-
ment receive as an allowance under section 5941 of
title 5, United States Code. Such average State per-
centage shall be determined for the most recently com-
pleted calendar year for which data are available based
on data provided by the Office. of Personnel Manage-
ment and reported to the Secretary.
“(f) REALLOCATION OF UNDISTRIBUTED AMOUNTS.—
If the amount authorized to be appropriated for any fiscal
year under this subtitle exceeds the sum of the amounts pay-
able to local and territorial governments because of the provi-
sionslof subsections (d) and (e), the Secretary shall reallocate
the excess among local governments receiving payments for
the appropriate fiscal year, and pay to each such local gov-

ernment an amount which bears the same ratio to the amount

-of the excess as the amount of the. payment made to such
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government for the fiscal year without regard to this subsec-
tion bears to the sum of the payments made to all local gov-
ernments for the fiscal year without regard to this subsec-
tion.”. |

SEec. 6. Section 205 of the Public Works Employment
Act of 1976 (42 U.8.C. 6725) is amended by striking out
paragraph (6) and by redesignating paragraphs (7) and (8) as
(6) and (7), respectively. Title II of such Act is amended by
striking out section 209 (42 U.S.C. 6729). ~

Sec. 7. Title II of the Public Works Employment Act
of 1976 is amended by inserting after section 205 the follow-
ing new section:

““ADJUSTMENTS FOR PAYMENTS

“Sec. 208. Payments under this subtitle may be made
with necessary adjustments on account of overpayments or
underpayments.”’.

Skc. 8. Section 210 of the Public Works Employment
Act of 1976 (42 U.S.C. 6730) is amended to read as follows:

“PAYMENTS

“Sec. 210. From the amounts allocated for local and
territorial governments under sections 203 and 216, the Sec-
retary shall pay to each such government that has filed a
statement of assurances pursuant to section 205, an amount
equal to the amount allocated to such government under sec-

tion 203 or 216. Payments under this subtitle for the fiscal
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year beginning October 1, 1978, shall be made as soon as

practical, but not later than sixty days after the effective date
of this Act, and payments under this subtitle for the fiscal
year beginning October 1, 1979, shall be made within the
first five days of such fiscal year.”.

SEc. 9. Section 215 of the Public Works Employment
Act of 1976 (42 U.S.C. 6735) is amended to read as follows:

“DATA PROVISION RESPONSIBILITIES

“SEc. 215. The Secretary of Labor shall provide infor-
mation and other necessary data and shall determine or
assign unemployment rates necessary for the administration
of this title. Such information, data, and rates shall be pro-
vided for each State and local government, and shall be made
available to the Secretary to assist him in carrying out the
provisions of this title. The Secretary of Labor shall also
advise the Secretary as to the availability and reliability of
relevant information and data. The Director of the Bureau of
the Census and the Director of the Office of Personnel Man-
agement shall provide such information and other data as
necessary for the administration of this title, and shall advise
the Secretary as to the availability and reliability of relevant
information and data.”.

Sec. 10. Section 216 of the Public Works Employment
Act of 1976 (42 U.S.C. 6736) is amended as follows:

(a) The title of the section is amended to read:
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‘“ALLOCATIONS TO PUERTO RICO, GUAM, AMERICAN
SAMOA, AND THE VIEGIN ISLANDS”.
(b) Subsection (a) is amended to read as follows:

“4a) IN GENERAL.—The Secretary shall make pay-

wealth of Puerto Rico, Guam, American Samoa, and the
Virgin Islands.”.

1

2

3

4

5 ments under this title to the governments of the Common-
6

7

8 (c) Paragraph (1) of subsection (b) is amended to read as
9

follows:
10 “(1(A) The Secretary shall allocate from the
11 amounts authorized under section 202 an amount
12 under this subtitle to such governments equal to one-
13 half of 1 per centum of such amounts for the appropri-
14 ate fiscal year, as determined by the Secretary, multi-

15 plied by the applicable territorial percentage.

16 “(B) The Secretary shall allocate from the
17 amounts authorized under section 231 an amount
18 under subtitle B, subject to section 232(c)(1XB), to
19 such governments equal to 1 per centum of such
20 amounts for the appropriate calendar quarter, as deter-

21 mined by the Secretary, multiplied by the applicable
22 territorial percentage.”.

23 (d) Section 216(bX3XC) is amended by striking out
24 *'203(c)4),” ‘“209,” and “and” and by inserting *, 231(b),
25 and 232(c(1XB)” after ‘213",
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Skec. 11. Title IT of the Public Works Employment Act
of . 1976 is amended by inserting after section 216 the follow-
ing:

“Subtitle B—Antirecession Fiscal Assistance
“FINANCIAL ASSISTANCE AUTHORIZED

“Sec. 231. (a) IN GENEBAL.—When the seasonally ad-
justed national rate of unemployment for the United States
equals or exceeds 6.5 per centum for a calendar quarter, the
Secretary shall, in accordance with the provisions of this sub-
title, make payments to State, territorial, and local govern-
ments eligible under this subtitle. Such paﬁents shall begin
with the calendar quarter that is the third in a three-calen-
dar-quarter period commencing with such calendar quarter
during which unemployment equalled or exceeded 6.5 per
centum, Such payments shall continue until suspended pursd-
ant to subsection (e).

“(b) PAYMENTS TO RECIPIENT GOVERNMENTS.—The
Secretary shall pay, not later than five days after the begin-
ning of each calendar quarter for which payments are author-
ized under subsection (a), to each eligible State, territorial,
and local government that filed a statement of assurances
pursuant to section 205, an amount equal to the amount allo-
cated to such government under section 232 or 216.

“(c) AUTHORIZATION OF APPROPRIATIONS.—Subject

to the provisions of subsections (d) and (e), there are author-
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ized to be appropriated for the purpose of making payments
under this subtitle during each of the seven succeeding calen-
dar quarters beginning after December 31, 1978, the sum of
$125,000,000, plus $25,000,000 multiplied by the number of
whole one-tenth percentage points by which the seasonally
adjusted rate of national unemployment for the calendar
quarter which ended three months before the beginning of
such quarter exceeded 6.5 per centum.

“(d) LIMITATION ON AUTHORIZATION.—In no case
shall the aggregate amount authorized to be appropriated for
payments under this subtitle for any fiscal year exceed
$1,000,000,000.

“(e) SUSPENSION OF ASSISTANCE.—When the season-
ally adjusted rate of national unemployment is below 6.5 per
centum for a calendar quarter, no amounts shall be paid
under this subtitle to any State, local, or territorial govern-
ment for the third calendar quarter of the three-calendar-
quarter period which began with such calendar quarter in
which the rate of national unemployment was below 6.5 per
centum.

“ALLOCATION OF ANTIRECESBION FISCAL ASSISTANCE

“Sec. 232. (a) RESERVATIONS.—The Secretary shall
reserve 1 per centum of the amounts appropriated under sec-
tion 231 for purposes of making payments pursuant to sec-
tion 216. From the amount remaining after such reservation,
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1 the Secretary shall reserve one-third for the purpose of
2 making payments to eligible State governments under sub-
3 section (b), and two-thirds for the purpose of making pay-
4 ments to eligible local governments under subsection (c).
5 “(b) STATE ALLOCATION.—
6 “(1) In oENERAL.—For calendar quarters in
1 which payments are authorized under section 231, the
8 Secretary shall allocate from amounts reserved under
9 subsection (a), for the purpose of making payments to
10 each State with an unemployment rate equal to or in
11 excess of 5 per centum, an amount equal to the total
12 amount reserved for State governments for the calen-
13 dar quarter, multiplied by the applicable State percent-
14 age. '
15 “(2) APPLICABLE BTATE PERCENTAGE.—For
16 purposes of this subsection, the applicable State per-
11 centage is equal to the quotient resulting from the divi-
18 sion of the product of—
19 ‘“(A) the State excess unemployment per-
20 centage, multiplied by
21 “(B) the State revenue sharing amc;unt,
22 by the sum of such products for all the States.
23 “(8) DEFINITIONS.—For purposes of this subti-
24 tle—

45-084 O - 73 -3
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14
“(A) the term ‘State’ means each State of

the United States;

‘“(B) the State excess unemployment per-
centage is equal to the difference resulting from
the subtraction of 4.5 percentage points from the
State unemployment rate for that State, but shall
not be less than zero;

“(C) the State unemployment rate is equal to
the rate of unemployment in the State during the
appropriate calendar quarter, as determined by
the Secretary of Labor and reported to the Secre-
tary; and

“(D) the State revenue sharing amount is the
amount determined under section 107 of the State
and Local Fiscal Assistance Act of 1972, as
amended, for the most recently completed entitle-
ment period, as defined under section 141(b) of
such Act.

“(c) LocAL GOVERNMENT ALLOCATION.—

“(1) IN 6ENERAL.—(A) For calendar quarters in
which payments are authorized under section 231, the
Secretary shall allocate from amounts reserved under
subsection (a), to each local government with a local
unemployment rate equal to or in excess of 5 per

centum, an amount, subject to paragraph (B), equal to
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15

the sum of the total amount reserved for local govern-
ments for the calendar quarter, multiplied by the appli-
cable local government percentage.

“(B) The amount allocated to a local or territorial
government under this subtitle for any calendar quarter
shall be limited to the amount by which the sum of the
allocations to such government under this subtitle for
the fiscal year in which such quarter occurs exceeds
the amount allocated to such government under subti-
tle A for such fiscal year.

‘(2) APPLICABLE LOCAL GOVERNMENT PER-
CENTAGE.—For purposes of this subsection, the appli-
cable local government percentage is equal to the per-
centage resulting from the division of the produet of—

““(A) the local excess unemployment percent-
age, multiplied by
*(B) the local revenue sharing amount,
by the sum of such products for all local governments.

*(3) DEFINITIONS.—For purposes of this subtitle,
each term used in this section which is defined or de-
scribed in section 203(c) shall have the meaning given
to it in that section, except that section 203(cX2) shall
not apply, and the term ‘local unemployment rate’
means the rate of unemployment in the jurisdiction of

the local government during the appropriate calendar
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16
quarter, as determined or assigned by the Secretary of
Labor and reported to the Secretary: Provided, howev-
er, That in the case of a local government which en-
compasses, or is within, a standard metropolitan statis-
tical area or central city for which current population
surveys were used to determine annual unemployment
rates before January 1, 1978, the Secretary of Labor,
for the purposes of this subtitle, shall determine or
assign the unemployment rates for such government
calculated by the current population survey methodolo-
gy used prior to January 1, 1978, if such rates are
higher than rates determined or assigned by the Secre-
tary of Labor for that government for the appropriate
calemiar quarter without applying the current popula-
tion survey methodology.

“(4) MINMUM ALLOCATION.—If the amount
which would be allocated for a calendar quarter to a
local government under this section i3 less than
$5,000, no amount shall be allocated to such govern-
ment for such quarter.

‘“(d) REALLOCATION OF UNDISTRIBUTED AMOUNTS.—

22 If, for any calendar quarter, the amount appropriated under

23 section 231 for payments to State, local, or territorial gov-

24 ernments exceeds the sum of the amount payable to such

25 governments because of the provisions'of subsection (cX4) or
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17
section 203(e), the Secretary shall reallocate the excess
among such State and local governments receiving payments
for the calendar quarter, and pay to each such government an
amount which bears the same ratio to the amount of the
excess as the amount of the payment made to such govern-
ment for the calendar quarter without regard to this subsec-
tion bears to the sum of the payments made to all such gov-
ernments for the calendar quarter without regard to this sub-
section.
‘““APPLICATION OF CERTAIN SUBTITLE A PROVISIONS TO
THIS SUBTITLE

“Sec. 233. The provisions of sections 203(e), 204, 205,
208, 207, 208, 211, 212, 213, 214, and 215 shall apply to
funds authorized under this subtitle.”.



34

Senator BrapLeY. The subcommittee will come to order.

Today the Senate Finance Subcommittee on Revenue Sharing, In-
tergovernmental Impact, and Economic Problems starts a series of
hearings on proposals on targeted fiscal assistance. At hearinfs later
this year, we will begin our review of general revenue sharing, looking
to its possible renewal and to changes which may be appropriate.

Today we have two bills before us, the administration’s bill, S, 566,
introduced Wednesday by Senator Moynihan; and S, 200, introduced
in January by Senators Moynihan, Williams, and Javits, with Senator
Danforth as primary sponsor.

Both bills ];rovi e targeted fiscal assistance as well as a standby
countercyclical program which would be triggered if economic condi-
tions worsen.

Working with these two proposals and with the suggestions from
other members of the subcommittee and witnesses who will be testify-
ing, I hope the Finance Committee can fashion legislation which will
be acceptable to the communities in need as well as to the Congress.

Today we are fortunate to have as our leadoff witness, the Secretar
of the Treasury, Michael Blumenthal. I understand the Secretary’s
schedule is hectic, particularly since he has recently returned from
China, and that he will be available to us only for a short period this
morning.

I also understand Deputy Secretary Carswell will remain after the
Secretary’s departure to answer any questions which may arise.

I appreciate the Secretary has altered his schedule in order to be
here with us today. I feel that is evidence of the administration’s com-
mitment to this program and to the recognition of the importance of
the administration’s role in the enactment of this piece of legislation.

In the interest of saving time, I will submit the remainder of my
opening statement for the record.

[The opening statements of Senator Bradley and Senator Dole

follow:].
OPENING STATEMENT OF SENATOR BILL BRADLEY

INTRODUCTION

The Subcommittee on Revenue Sharing, Intergovernmental Revenue Impact
and Economic Problems has responsibility for both general and special revenue
sharing. These programs have been sending federal general purpose aid to state
and local governments since 1972. At hearings later this year, we will begin our
mandated review of General Revenue Sharing, looking to its possible renewal
and to changes which may be appropriate,

These hearings beginning today have been called to consider specific emergency
legislation to assist distressed communities and to create a standby counter-
eyclical program. We have two bills before us: the Administration’s bill, 8. 566,
introduced Wednesday by Senator Moynihan, and 8. 200, introduced in Januvary
by Senator Danforth and cosponsored by Senators Williams, Moynihan and
Javits. Both bills provide for targeted assistance for distressed communities and
for a standby countercyclical program for state and local government which
would trigger if economic conditions worsen significantly. Working with these two
proposals and with the suggestions of other members of the Subcommittee and
witnesses who will be testifying, I believe the Finance Committee can fashion
legislation which will be acceptable to communities in need and to the Congress.

The emergency ald legislation we are considering in these hearings has its
historical roots in the Antlrecession Fiscal Assistance legislation passed by Con-
gress in 1076. The rationale behind emergency aid to state and local govern-
ments was to concentrate federal stimulus aid designed to combat the 1974-756
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recession on the public sector, in the form of emergency financial assistance to
governments.

The prime moved behind this idea in the Congress was Senator Muskie. The
1976 legislation authorized the distribution of Federal monies to state and local
governments with an unemployment rate exceeding 4.5 percent. Funds have been
used for a wide range of basic governmental services. Between its enactment in
1976 and its expiration last fall, the Antirecession Fiscal Assitance Program dis-
tributed approximately $3 billion dollars to state and local governments.

Last year the Administration proposed changes in the countercyclical program
to target monies on the nation’s most distressed communities. Although legisla-
tion was passed by the Senate, it was not acted on by the House before the end
of the session. As a consequence, this aid to state and local governments ceased
on Setpember 30, 1978.

The abrupt termination of this program coming in the middle of the budget
cycle has brought additional hardships to many local communities which have
not shared in the nation's general recovery from the recession of 1974-75. Many
of these communities have become dependent on federal aid to fund basic city
services. Over recent decades they have experienced major changes in population
and economic base which have resulted in the erosion of their tax base. They
also face Increased demands for services assoclated with their growing dependent
populations—the very old, the very young, the medically indigent and those on
welfare. With predictions of an economic downturn later this year or early next
year, with the impending reduction in funding for CETA public service jobs and
the elimination of local public works programs, and with the prospect of a tighten-
ing municipal bond market this suramer, the plight of these communities and their
needs for emergency aid are compelling.

TARGETING AND DISTRESSED CITIES

The distribution of federal grants to state and local governments in” the last
decade has had two thrusts:

“Spreading” federal funds broadly instead of narrowly was a particular feature
of the “new federalism” of previous Administrations. General Revenue Sharing
was the flagship, with almost 39,000 state and local governments receiving funds.
This spreading has tended to benefit counties, suburban governments and small
cities that had not benefitted significantly from earlier federal aid programs.
The net effect of such broad purpose programs has been to increase the fraction
of federal funds going to smaller governments.

In 1968 62.8 percent of all federal grants for cities went to cities of over
500,000 population ; in 1977, it was 34.6 percent.

Cities of 100,000-499,000 population recelved 17.5 percent of all federal grants
to cities in 1968 ; 20.1 percent in 1977.

Cities under 100,000 rose from 20.3 percent in 1968 to 45.3 percent in 1977.

The inclusion of smaller cities and suburban governments has been an important
means of alding poor smaller communities. Although the absolute dollar amounts
of ald going to the larger cities has indeed grown during this period of extra-
ordinary federal aid expansion, the failure of these cities to maintain their share
of this aid, aud their increasing economic difficulties have created additional hard-
ships for the more distressed among them (see Table 1).

TABLE 1.—FEDERAL AID TO CITY GOVERNMENTS—BY POPULATION, 1968 AND 1977
[In millions of dollars]

1968 1977

Cities with over 500,000 population. .. .. iiiciiicamiieneeeaas 585 083
Cities with 100,000 to 49&0%0 population . i ‘lGS S%: 794
Citles with under 109,000 population. .. .- - - 7 TIIITIIIII LTI 191 4,040
L PP 811 8,917

Source: U.S. Bureay of Census,
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TABLE 2.—FEDERAL AID AS A PERCENTAGE OF OWN-SOURCE GENERAL REVENUE FOR COMPOSITE ECONOMIC
INDICATOR QUINTILES

Federal aid as a percentage of
own-source general revenue

1976 1978 Difference

Quintite

I. Newark, Pittsburgh, St. Louis, Cleveland, Philadelphia, Minneapolis, Oakland,
e B e e R G T O a0
. Milwaukee, 3 e, Boston, Baltimore, San Francisco, Akron, ville,
m NL"oﬁ"'°l“§t§°§' 'T“T'&l'e&b"d&"'B""ﬁ'r'foii"s"'"l"‘ﬁ 'm, ‘Atlants, Sacra-~ 2% ABSL +19.66
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“Targeting” federal funds involves the adoption of programs and allocation
formulas designed to increase the share of federal funds going to communities
with particularly serious social, economic aud fiscal needs. The economic stimu-
lus programs of 1977 which increased CETA public service jobs, local public
works and countercyclical revenue sharing aid to state and local governments are
notable targeting programs. According to the Advisory Commission on Inter-
governmental Relations, estimates of federal grants to localities for the 1976-78
period reflect increased targeting to relatively more distressed communities.
Federal ald during these years became a much larger part of municipal expendi-
tures in all recipient communities, but the increase in federal aid through these
targeted programs, relative to local revenues is more than twice as great for the
niost distressed cities than for the most prosperous group (as seen in Table 2).

However, the picture for 1979 presents a shift in this pattern, with a decline
both in the amount of funding provided and in the extent to which funding is
focused on the most distressed communities. OMB estimates that federal aid
to state and local governments during 1979 will total 81.5 billion, an increase of
4.4% from 1978. This rate of increase compares with Administration projec-
tions of a 6.29, increase in inflation over calendar year 1979 and an Increase of
9.7% in inflation for state and local government service expenditures between
spring 1977 and spring 1978. In short, according to the Administration’s esti-
mates, direct federal aid to states and localities will decline from 1978 amounts
in real terms both this year and next.

The largest reductions will come in the programs expanded in 1977 under
the rubric of the “economic stimulus program”—CETA public service jobs and
local public works—programs designed in conjunction with countercyclical reve-
nue sharing, to hasten the recovery from the 1974-75 recession for those govern-
ments still experiencing serious fiscal distress.

We are also now looking at an economy which shows slgnificant signs of
downturn., The effect of the FY 79 and projected FY 80 reductions in economic
stimulus programs is going to hit very hard later this year if the 1980 budget is
enacted as proposed. In the event of an economic downturn, these reductions in
federal assistance will cause severe problems for the nation's most distressed
communities, precisely because the projected cutbacks are heaviest in the pro-
grams most targeted on distressed communities.

FEDERAL AID TO STATE AND LOCAL GOVERNMENTS: THE LARGER CONTEXT

There is a natural tendency to view individual federal aid programs in isola-
tion and to identify them with special interests and specific regions of the
country. Forgotten in this narrow reading of federal program purposes and
benefits is the fact that billions of dollars flowing from the federal coffers fund
state and local government services and capital projects in a vast number of
American communities.

Federal aid to state and local governments has grown dramatically over the
last decade, tripling between 1970 and 1978, from $24 billion to over $80 billion.
Grants to city governments have exceeded this rate of increase at an even
greater rate, increasing by over $00% for the same period.
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It is important to note that federal aid is widely distributed to communities
throughout the country—not just to the nation’s most distressed citles. What-
ever the outcome of FY 80 budget deliberations in Congress, the fact is that
federal aid will continue to be important budget items for all U.S. citles, as
federal ald figures for Tulsa and Houston reveal.

In 1978 Tulsa received $48 million in federal grants; these funds accounted
for 279 of the city’s spending for traditional city services. This was a five-fold
fncrease over 1972,

Houston recelved $210 million in federal aid in 1978, of which $140 million
was for capital purposes and $70 million for operating purposes. Total available
federal ajd in 1978, including funds in the pipeline, were over $450 million.
These figures include large grants for mass transit and wastewater treatment
projects. From 1973 to 1978 federal aid to Houston increased by more than
seven-fold.

The conclusion to be drawn here is that while targeting in some newer federal
aid programs has provided disproportionately greater benefits to distressed
communities, targeting by no means dominates the federal ald scene.

THE ALLOCATION FORMULA AND FISCAL DISTRESS

The bills before this subcommittee both use national and local unemployment
statistics as the basis for eligibility for targeted aid and for the allocation
formula. It has been suggested by various expert groups, including the Natijonal
Commission on Employment and Unemployment Statistics, chaired by Pro-
fessor Sar Levitan of Georgetown University, and by local officials that unem-
ployment data are not the most accurate measure of economic distress. Their
accuracy for communities of less than 40,000 population or for cities whose
higher unemployment rates are diluted in larger SMSA counties is uncertain.

In recognition of these problems, the Administration last year proposed a
variety of factors which in combination were thought to be a better measure of
economic distress. These included population change, per capita income change
and changes in employment levels, as well as unemployment rates, Other thought-
ful individuals and groups have suggested that tax effort, age of housing stock,
age of industrial plant, rate of income growth, number of AFDC reciplents,
among other measures, should also be factored in. The complexity of the formula
to be constructed of these different measures and the absence of agreement on
the importance of each combined to create confusion and misunderstanding in
last year's considerations, resulting in unnecessary delay.

The matter of the formula for eligibility and distribution of federal aid i1s a
fundamental one. Establishing an agreed measure of economic distress will be a
major agenda item for this subcommittee in our review of General Revenue
Sharing later this year. As for the present legislation, however, I do not believe
we can afford the time necessary for an exhaustive study of this issue. We are
in an emergency situation for many of the projected reciplents of this targeted
aid. Unemployment data are good indicators of distress for communities, many
of which have double-digit unemployment. Therefore, I favor going ahead with
an admittedly imperfect formula in the interest of timeliness, and postponing to
our more extensive consideration of General Revenue Sharing the issue of
formulas to measure economic distress.

CONCLUBSION

There are two bills before us. They share a common recognition of the probd-
lems facing those of our communities still suffering from severe economic distress
and a common approach to getting federal aid to these communities. They also
share a common recognition of the need for a standby program to provide coun-
tercyclical aid to state and local governments in the event of a major downturn
in the U.S. economy. My own preferences are for a highly targeted bill which
would distribute the monies involved to those most in need. I also favor higher
rather than lower levels of funding. The effort to fashion a bill and then to pass
it in the Senate and in the House will be difficult. Compromise will be necessary,
but by working together, we can enact legislation this year in support of eco-
nomically distressed communities across the land.

I think it is important to note that we raise 80 million tax dollars to support
our municipal school and county services. The cost of public safety in Jersey
City cost 34 million dollars. Actually, the cost for public safety in cities like
Jersey City and Newark exceed the total budget allocations of 90-95% those
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567 communities! The Deals and Allemucbys of New Jersey and this country,
where the millionaires and well-to-do live, do not need to raise monies to pro-
tect their families against street crime and the other crimes that plague the
cities of our nation. Does it make sense that those who can't afford the cost of
public safety are required to come up with “blood” money that they do not have
while the rich and well-off do not have to pay for the same rights which our
Constitution guarantees?

Jersey City pays 5 million dollars for welfare costs. We again see the same
inequitable scenario regarding welfare. How much do you think the Deals, Al-
lemvchys, Hyannis Ports, Grosse Pointes, Beverly Hills, Key Biscaynes, Scars-
dales, pay for welfare? Do you think the huddled masses yearning to be free and
economically depressed go to those glorious and beautiful enclaves or do they
stream into the Jersey Citys and Newarks? Do you think only the hard working
people who “per accidens” live in the Jersey Citys or Newarks and do the work
of God in being “their brother's keepers” shculd support all the woes of this
nation? Or should not those who are most endowed share in this responsibility ?
This same illogical scheme of the working pcor paying for the poor permeates
Loth our state structure of government and our federal structure. Counter-
cycle aid is just a modicum of effort to equalize the over burden facing the cities
of our nation and even this is in jeopardy of passing!

OPENING STATEMENT OF SENATOR DOLE

Mr. Chairman the hearings before the Subcommittee on Revenue Sharing,
Intergovernmental Revenue Impact and Economic Problems that begin today
are among the most important hearings that any finance subcommittees will
hold this year. The high unemployment in many of the older cities in this coun-
try, combined with the crippling effects of runaway inflation have created a
real need for some kind of targeted fiscal assistance for our citles and counties.

The antirecession fiscal assistance program for State and local governments
was first adopted in the Public Works Unemployment Act of 1876. Through this
program $1.25 hillion was distributed to distressed citles and States between
July 2, 1976, and September 30, 1977. The program wus extended through Septem-
ber 30, 19878, byt the Intergovernmental Antirecesslon Assistance Act of 1977,

State and local governments must use the antirecession payments to maintain
basic services and levels of employment which have heen provided during its
current or previous fiscal year. The funds cannot be used to fnitlate new basic
services or for new construction or capital improvements.

Two attempts to revive the Antirecession Fiscal Assistance program have heen
made in the Senate this year. They are both before the Finance Committee. S. 200
was introduced by Senators Danforth and Moynihan. S. 566, the administration’s
bill, was also sponsored by Senator Moynihan. The two approaches, while at-
{empting to solve the same problem, differ in several respects. The level of
funding for reciplent governments is much lower in the President’s approach.
The level of unemployment that “triggers in” the program is higher in the
administration’s bill.

There also are some differences in the allocation of funds under the two pro-
posals. Notably, S. 566 contains a $20,000 minimum payment test for eligibility.
Any government that would be entitled to less than that amount in a year would
receive nothing. The money otherwise going to such a government would be re-
distributed to the governments above the cut-off level. This “de minimis” rule has
the effect of severely limiting the number of government units that will receive
any aid. About 1.200 units of government would be assisted by the administra-
tion bill. By contrast, approximately 9,500 units would be helped by Senator
Danforth's bill.

There is no question about the need for fiscal relief for local governments
that are afBicted with high unemployment. It also is clear that some form of
targeted revenue-sharing is an effective way to meet this need. Many important
questions remain, however. The optimum level of funding during these times
of Federal budget deficits must be determined. The trigger mechanism and the
formula for allocating the funds must also be agreed to. Finally, we must decide
whether long-range review of targeted revenue sharing should be coordinated
with the review of General Revenue Sharing later this year.

Mr. Chairman, I hope these hearings will shed light on these questions.

Senator BrapLey. I know there are other Senators who will be here
who are interested.
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In the interest of moving the hearing along, I will ask the Secretary
to begin with his testimony. I welcome you here today. We appreciate
your presence here this morning.

STATEMENT OF HON. W. MICHAEL BLUMENTHAL, SECRETARY OF
THE TREASURY

Secretary BruseNTHAL. Thank you very much, Mr. Chairman, I
appreciate the opportunity to appear before your committee in order
to testify on what the administration considers to be an important
piece of legislation which we strongly urge the Congress to pass this
year. :

I am referring to the Intergovernmental Fiscal Assistance Amend-
ments of 1979 which we consider to be not only important in terms of
assisting a relatively small number of fiscally distressed areas, even
in this period, when the level of national unemployment is low, but
in addition to that, provide for some standby fiscal assistance for State
and local governments in the event, which we do not presently con-
template, the national level of unemployment should again rise to a
higher level.

We regret that analogous legislation did not pass the Congress at
the end of last year and we strongly urge that serious consideration
for speedy action be given this year. :

I have a statement which I have submitted to you, Mr. Chairman.
I will not read it in the interest of time. I would like to comment on
it, with your permission, and make some general points which I think
are significant and worthy of your consideration.

Senator BrapLey. Your statement will be put into the record.

Secretary BLuMeNTHAL. It needs to be stressed that the amounts in-
volved that we are asking for, $400 million, $250 million for 1979 and
$150 million for 1980, are modest, modest in comparison to the amounts
previously expended under similar legislation. I am referring to the
fact that in the transition quarter of 1976 and one quarter alone, we
spent $300 million. We spent $1.4 billion approximately in fiscal 1977.
We spent $1.3 billion in fiscal 1978.

What we are suggesting here is rather than an abrupt termination
of this program that there be a phase down, but a very severe phase
down from the $1.3 billion, to $250 million and $150 million respec-
tively for this and the next fiscal year.

It is true that the economy is doing well but it is egually true that
there are some places that still are very much in need of this period
or adjustment, that still suffer from distress, very high levels of un-
employment and who do not have the tax base and the flexibility in
their revenue base in order to raise that quickly the amounts needed
to fill the gap that is being created by the absence and the abrupt ter-
mination of this program.

As to the second part, that is the standby part, if it is one thing that
we have learned and one thing any economic manager knows is that
it is rgood to be prepared.

We have not eliminated the business cycle in the United States. We
never will. There will be periods unfortunately when the level of un-
employment will be higher. We do not presently foresee that for 1979
and 1980 but at the same time, what we have learned, Mr. Chairman,
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is that given the processes through which we have to move in present-
ing evidence to the Congress and having the Congress consider this
evidence and make its determination and pass legislation, inevitably
in the past, we have been too late.

For that reason, the kind of standby authority that we are asking
for, for which we have not budgeted any funds for fiscal 1980 as we
progosed them to the Congress, is important because it would trigger
1f the national rate of unemployment should exceed 6.5 percent. As
you know, the most recent figures indicate we are presently still trend-
in§ down to 5.7 percent.

t is for this reason that we have not budgeted any amounts since
we do not ex;{ect in our projections to go above 6.5 percent nationally
through fiscal 1980.

Briefly, after the experience of the past, the program clearly was not
a perfect program. One could criticize it from a number of viewpoints.
One could criticize some of the formulas that we used. One could
criticize the disbursement procedures. There are all kinds of things
that were not perfect with it but on balance, we believe it was a good
and necessary program.

The $3 billion that were expended under this program did help in
many parts of the country to prevent layoffs, to cushion the distress
as a result of low economic activities, to do so at a time when the tax
raising possibilities of many Government units throughout the coun-
try were extremely limited and in fact, nonexistent, and therefore
we think with the benefit of hindsight, in spite of some of the weak-
nesses, it was a good program. '

We were luciy to have it. There were some particular problems
with it. I would think 18,000 different separate governmental units
receiving amounts is probably too many. That is a large administra-
tive burden.

I would also say a minimum amount of $100 is clearly ridiculous.
The cost of processing a check for $101 exceeds the $101 by some fair
margin. There are a number of other elements of this kind.

Basically, it was a good program.

In my testimony, Mr. Chairman, I have given a few examples of
articular areas in the country that still today clearly show a need
or some additional funds being provided for them by the Federal

Government, even at this time when the national level of unemploy-
ment has dropped to 5.7 percent.

How would this program work? The targeted fiscal assistance pro-
gram, in the first part, as I have said, the amounts we are proposin
are (}uite modest, $250 million and $150 million, respectively. It 1s
highly targeted in order to eliminate the weakness which I referred
to earlier of money being disbursed to a great many units. Instead of
the 18,000 units under the old program, this particular program would
in fact be concentrating on 1,231 governmental units throughout the
country in which the rate of unemployment is still above 6.5 percent
or was still above 6.5 percent in the April to Se(i)tember 1978 period
which is the last available period, 6-month period, for which we have
reliable data.

It would be a slightly smaller number of units than the 1,231 for
1980, based on the unemployment statistics for the first part of 1979.

It will be much more heavily targeted. We would afzain calculate
the formula on the basis of taking the amount of unemployment above
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4.5 percent and then applying the general revenue-sharing allocation
to that.

The distributional criteria are much better. The system is much
better. The number of units is much smaller, The percent of the money
that is going to the really high unemployment areas is much higher.
We estimate 70 percent of the amounts that we are asking would go to
areas that still today have levels of unemployment above 8 percent.

The small communities would get a fair share. This is not just a big
city program, It is well distributed between large and small popula-
tion areas. Approximately 45 percent of the eligible areas in fact have
populations of less than 25,000 people. ) .

tate governments are not eligible, That is a difference from the
previous formula. They are not eligible because by and large, States
are doing well at the present time, given the good level of economic
activity generally and given the fact that the State treasuries are much
more sensitive to the upside of the business cycle given their sources
of revenue which in turn are much more sensitive to the level of
economic activity. .

A good many States have actually put through tax reductions and
it is clear that at the present time States are not in need of those funds.

A couple of other features that are important, we have put in a 150
percent per capita income limitation. That is a limitation as regard
to eligibility, x’ing out those governmental units in which the per
capita income is greater than 150 percent of the national average. The
reason for that is obvious. The reason is that we feel in that area, the
relatively wealthy area, the resources and the taxing capacity is there.
Those areas can look after themselves. We want to take that limited
amount of money and concentrate it in those areas in which there is
not the kind of wealth that could be marshaled locally in order to take
care of particular situations of distress.

We have put in a $20,000 minimum figure to get away from the $100
figure, If you ask the question, as you or one of the other distinguished
members of this subcommittee may, why $20,000¢ That is an arbitrary
figure. It is an arbitrary figure simply to cut down on the amount of
paperwork to do the concentration, You can go to $15,000 or you can
go to $10,000. It is simply how you want to cut it. It is simply how
many units you want to include, how far you want to go down.

I would strongly urge you not to go down to $100 or $1,000 because
it just results in a kind of sprinkling effect throughout the economy
where it is very difficult to show any real impact of this kind of
program.

As to the second part, Mr. Chairman, that would work roughly the
way the ARFA program worked in the period 1976 to 1978. We have
made some changes. We have raised the triggering from 6 percent to 6.5
percent of unemployment nationally. We have raised eligibility for
particular units from 4.5 percent to 5 percent, in order to put as much
emphasis on local governments helping themselves and in line with
the notion that we want to reduce the involvement of the Federal
Government where we can and we want to act fiscally responsibly where
we can but at the same time, we want to be ready to help when there is
a need to help.

We hope we will not have to use this at all. As I have indicated, our
projections, some of the prophets of doom and gloom to the contrary
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notwithstanding do not anticipate a national unemployment rate above
6.5 percent, Nevertheless, it is useful to be ready.

We are using a simplier approach based on excess unemployment
and general revenue-sharing allocations, Again, we are using that ap-
proach because it is one that is well understood, It is one that has been
developed over a period of time, I know even with that formula, there
are a number of questions that can be raised but we feel in the interest
of rapid action by the Congress to have that program in place, we are
best served if we retain that particular excess unemployment formula.

The particular provisions involved that if the rate of national un-
employment is 6.5 percent or greater, then $125 million per quarter
would be made available plus $25 million per quarter for each one-
tenth of a percent above the 6.5 percent of national unemployment.

As I have indicated, it would go to communities whose level of un-
employment is 5 percent or greater.

In that particular instance, we have still cut in the States for one-
third of the total. One-third would go to the States and two-thirds
would go to local governments.

We have limited the maximum for 1 year to $1 billion which is less
than in the previous 2 years when we expended $1.4 billion and $1.3
billion respectively. We have made provisions to insure that there are
no windfalls. In other words, if it should trigger in, if the second part
should trigger in, particular areas can benefit from both the first and
the second part. We would deduct one from the other.

In conclusion, Mr. Chairman, let me end in this way. The problem
of the economy is one of inflation. It is by far our most serious prob-
lem. It is by far the problem that hurts poor people just as well as the
middle class. It hurts people who do not work just as much as those
who have a job.

The President’s budget is fiscally responsible. It is indeed tight and
austere. He will continue to follow such policies, monetary policy as
tight, in order to deal with the problem of inflation. We have not yet
succeeded. We are going to have to stay the course.

That should not be a reason for turning down this program. We still
suffer in this country for we still have not licked the problem of how
to eliminate particular pockets of distress, particular areas of high
unemployment, even in the midst of a national economy that has con-
tinued to reduce its overall level of unemployment and that is indeed
characterized by high rates of inflation and high levels of economic
activity.

We must not forget about such areas.

This program is modest in size. It is highly targeted to deal just
with such areas. It uses the experience of the past as best we can in
constructing these formulas and there are a number of places through-
out the country, large and small, who are heavily dependent on these
limited resources in helping them make the necessary adjustment to
be able to manage on their own.

It is for this reason we consider it important in the context of a
tight fiscal program for the Congress to accede to the President’s rec-
ommendations and to approve this program.

I would be happy to answer whatever questions you or your col-
leagues may have, Mr. Chairman. Thank you.



43

Senator BrabrEy. Thank you very much, Mr. Secretary, again for
your presence and support of this concept.

In your testimony, you speak of phasing out countercyclical assist-
ance rather than terminating it as being consistent with fiscal recovery
in these areas. Yet, when you consider we have reduced CETA jobs,
we have eliminated local public works, we are heading into an eco-
nomic downturn, and the municipal bond market is tightening, I
wonder if there is not some reason to believe that the need for this
continuing fiscal assistance will grow and should not the level of
funding be greater than as anticipated in the administration’s
program ¢

Secretary BLumMENTHAL. Mr. Chairman, I think my opening com-
ments give you a clue as to how I would answer that question.

If we were not heavily limited by the problems of inflation, by try-
ing to get the bud?et deficit down, then I would say we might err a
bit on the side of liberalism in this regard.

We are heavily pressed. We do want to get that deficit down. We
must get it down. The President has had to make many agonizing
decisions in presenting this budget. As you know, he has been criti-
cized for having been too tight,

I think because it is so heavily targeted, because we have eliminated
the sprinklingeetfect, the amounts that we have here are probably
enough; maybe just barely enough, but they are enough.

If we had more money, we would spend it. We would probably do
some good. We do not have more money. I think this is enough for
the heavy targeting to put it where it is most needed.

Senator BrabprLey. How essential do you believe this targeted por-
tion of the program is to the communities involved ¢ Without it, what
would be the effect and how does that fit into the overall economic
picture nationally?

Secretary BLuMENTHAL. I think there are clear indications that
in the areas where it is most needed, where the distress is the greatest,
there is a very great need for this kind of thing. There are a number
of places throughout the country where I can give you the informa-
tion that we have calculated as to what the amount is that would be
available and what would happen if we did not make available this
kind of money.

We really tﬁink it is quite important. Let me give you a few ex-
amples. May I at random pick New Jersey?

Senator Brabrey. Or New York, Minnesota, Missouri.

Secretary BLusEeNTHAL. In Newark, 450 employees have been laid
off, half of them were police officers, as a result of the loss of the ARFA
program,

In East Orange, N.J., a large number of vacant (i)ositions have not
been filled and are in urgent need of being so filled.

In Hudson County, N.J., there is a $4.4 million budget gap which
results in many essential positions being unfilled.

In New York City, there is a very important need. We all know
the difficulties that exist in the city of New York.

In St. Louis, there were $6.5 million of ARFA funds budgeted in
the 1979 budget and due to that loss the city is now faced with the
difficult task of closing a $6.1 million budget gap.
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In Syracuse, N.Y., and across-the-board hiring freeze has had to be
instituted and reductions of 3 and 6 percent in departmental expenses
in addition to everything else have had to be put into effect.

In Providence, R.I., a citywide hiring freeze is in effect,

We can go to other areas. I mention the State of Michigan. St.
Claire County, Mich. projects a 1980 budget gap equal to 10 percent
of its budget. Clearly, the amount of money that would be coming in
from this program would ease the pain of that.

Wherever we go in the country, there are particular pockets, such
as those I have mentioned, in which this program would be very
beneficial.

Senator Brabprey. Thank you very much, Mr, Secretary.

Senator Moynihan ¢

Senator MoyniraN. Mr. Chairman, thank you.

I would like to welcome the Secretary and say I have had the honor
of introducing this legislation for the administration. I was also its
sponsor last year when we passed it in the Senate jn a version Senator
Danforth had much to do with.

I hope we are going to do that this time.

There is the fact, and I think the Secretary is aware of this, that
one of the areas that the administration has not had the success it
had hoped for, is in urban policy. It took a long time to formulate it,
and then we ran into the real budget type problems you discussed.

If you were to ask “What is the centerpiece of the administration’s
urban policy at this moment,” this is it. I think we have to get it for
you. I think it should be done.

I would like to make a rhetorical point if I can and then ask you
a question. One of the problems the Federal Government has not
really dealt with, but I think within the next generation is going to
deal with, is to get some idea of what the impact of its own policies
are on regions of the country and on subsets within regions like cities
or suburbs, '

We have long had an awareness that there were programs where the
Federal Government had specifically tried to help a region. The Ten-
nessee Valley Authority is an example. We have little knowledge in
the area of where the unintended consequences of one policy have
harmful effects in another area, This weekend’s press was filled with
statements on this matter. I see Mr. Secretary nodding in the back-
ground. He has read them, too.

Yesterday, the Congressional Budget Office issued a report which
the Times describes as authoritative, which pleased them. “An authori-
tative research arm of Congress has concluded that a liberalized world
trade agreement being negotiated in Geneva would bring significant
rewards to the United States but would result in lost jobs in the urban
manufacturing areas of the Northeast.”

As you know, this committee has been in executive session for a week
with Ambassador Strauss. I will not speak for the other members but
certainly I think the MTN, the Tokyo round agreement which fol-
lows the Kennedy round agreement which you negotiated, Mr, Sec-
retary, is an important piece of legislation. It is an achievement. It
will help the United States but it is going to hurt the Northeast and
urban areas.

One thing is in fact connected with another.
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The other point I would make in this morning’s press an Asso-
ciated Press story reports the research of two Professors Anderson, a
husband-and-wife team at the Michigan State University.

It says, “An analysis of military spending and taxpayments in the
Nation’s 40 largest urban areas indicates that dozens of urban com-
n}zl.nit’i’es underwrite a flood of Pentagon money headed for Western
cities.

Again, it is one unintended effect of a policy, to diminish resources
in the Northeast, in the Middle West, and in cities like New Orleans
and St. Louis.

I made that point and if you would like to comment, I would appre-
ciate it. I also want to ask you one question.

Again over the weekend, an article by Lester Thoreau made the
point more precisely than I have seen it made before—that if you
check actual public sectors’ spending at this point, it is not in deficit.
It is in surplus because the Federal Government may have a deficit,
but State governments have sufficient surplus such as that they balance
out. If you are looking for the source of inflation, it is not the Federal
budget at this moment.

The idea of cutting out something like revenue sharing going to
distressed cities as an anti-inflationary measure makes little sense at
all. The case is not there, at least in my view.

T wanted to ask if you would comment on that. That is what we hear
in the Senate—if we have to cut something, let’s cut the programs that
help cities with high unemployment.

Secretary BLuMENTHAL. Senator, first of all, I fully agree with you
that particular programs which are good for the Nation may not be
good for a particular locality or a particular State or region of the
country, and therefore we need to be more sophisticated in under-
standing those impacts and dealing with them hopefully in a positive
way of helping adjustment rather than in retarding progress which
benefits the country as a whole.

As to the particular point you make of deficits in the Federal budget
and surpluses in State and local budgets, I make one general point
that at this particular stage of the business cycle, the economic cycle,
looking at the national economy as a whole, we should not be in deficit
beeause we are clearly utilizing our resources fully.

Second. as I understand the numbers and I looked at that very
quickly, T believe whereas in 1977. we had a rather large surplus of
something like $11 billion or $12 billion in State and local government
operating accounts. That was reduced in 1978 to about $6.5 billion.
Actually, in 1979, as a result of tax reductions in some areas, possibly
P%OI%OSition 13 in California certainly, they are actually projecting
a deficit.

That happy period when we had surpluses at the State and local
level may be over. It is heavily concentrated in just a very few States.
T believe it is California, Texas, maybe Alaska. There are three or
four States that account for a large portion of that surplus. Then there
is one other statistical quirk worth bearing in mind, Senator, and that
is some States and localities are constitutionally prohibited from fore-
casting deficits. Even though they may be in the hole, it may not appear
in the statistics, at least prospectively.

One has to be somewhat careful.

45-084—T70——4
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Senator Moy~inaN. Thank you.

Senator BrabLEy. Senator Durenberger ?

Senator Durenseraer. Thank you.

Mr. Secretary, let me just share a couple of impressions I have and
then ask you & question or two.

My impressions are what we are considering here is sort of a gradunal
phaseout or phase into general revenue sharing of a program that
started a couple of years ago and basically it is tied to the original
concepts but there is less money in it but higher unemployment figures.

Also, an impression I have gotten and maybe erroneously from Sen-
ator Moynihan that this is about all that is left of the Carter urban
policy, so the program ought to be targeted to a few higher cities,
and of course the higher unemployment cities, which of course may
tfaixplain why you have trouble finding Minnesota in some of your

gures.

I guess I am curious to know the degree to which this program cither
is or in your opinion should be targeted at either structural as opposed
to cyclical unemployment.

T am trying to put it in a perspective of this program versus CETA
or the relationship between the two of them. To me, looking at it in
terms of structural in those communities that have structural unem-
ployment problems versus cyclical unemployment problems, becomes
somewhat important.

The most important thing is the degree to which you personally sce
some value in this kind of revenue sharing program being aimed at
unemployment as the trigger for revenue sharing.

Secretary BLuMeENTHAL, One quick point on Senator Moynihan’s
reference to this proposal as all that is left of the urban program. 1
consider that to be under the category of a rhetorical comment.

I think there is a lot more to the administration’s urban program.
Certainly our proposal is at this point an important piece of it. That
is why we strongly recommend it be passed.

I think part B, which is the cyclical question, probably is the more
important one in the longer run, in the sense that we really have to have
some things ready and on the books, in-the event that the national
economy starts going so soft, which we do not anticipate, but it counld,
t}%at the level of unemployment rises above 6.5 percent for a period
of time.

I consider the first part of the program to be just a prudent way of
not abruptly terminating something under which we have expended
as much as $1.3 billion and $1.4 billion. It is just bad government, it
seems to me, to say to a lot of communities, youn will have the money,
then from one day to the next you say, sorry, you do not have it any
more, What we propose is a very severe tailing off, highly concentrat-
ing the amount on 1.231 units. Tt provides some transitional money.

Is that transitional money to be conceived as heing paid for struc-
tural or cvclical unemployment? Tt is probablv going to areas where
we have high structural unemplovment heavily, but these areas also
tend to be affected bv cyclical conditions and they are the last ones to
g-t out of their problem. They never fully get out because there is the
structural factor.

Thev are the last ones to get better and the first ones to get worse
most of the time,
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Whereas, I can make that distinction for the transitional part of
the program, the standby part I would })robably say it is a bit of both.
There are the areas of high structural unemployment in which the
cyclical impact is worse than anywhere else. I am thinking about places
like my home State, the city of Detroit. There is & structural unemploy-
ment problem there, .

We say in our State when the national economy catches a cold, we
have pneumonia because the cyclical impact is so much worse in our
State. There are other States like that.

In the second part, it is a bit of both cyclical and structural
assistance.

Senator DURENBERGER, I guess my concern is how in effect I sell my
vote on this, and I do not mean to whom I sell it but I mean how I sell
it to people in a State that have very low unemployment because
there Eas been an awful lot of local effort and local tax efforts, a lot
of private/public cooperation in employment efforts, If in fact I am
selling basically a safeguard against the impact of the economy on
structural unemployment in some other communities around the coun-
try, that is the kind of argument I need out of this and that is the
message I need to take back.

Otherwise, as somebody who has championed revenue sharing as
a concept ever since it started, I guess I need a different message to
take to a State that expects to get some piece of revenue sharing, even
though its unemployment rate, for the reasons I have just outlined, is
substantially below the national average.

Seceretary BruMesTiar. T suppose one thing, as I look at the num-
bers here under the 1978 ARF A program., is that local governments in
Minnesota did receive £5.2 million, and that under the 1978 program
in the major cities in Minnesota, Minneapolis received about $500,000
St. Paul received $300,000, and Duluth, close to $200,000.

Under this new bill, the total amount that would go to all of Min-
nesota is $62.000. It would go to very few counties that still qualify.

I suppose the way one would explain it would be to say when the
gencral economic situation in the country was such that even Min-
neapolis and other areas in Minnesota were suffering, that money was
available. Fortunately. Minnesota is in good shape and those cities are
in good shape now, but there are still some people coming out of it and
it 1s only fair and decent to say that even though we do not qualify
any more, a very small program for those areas makes sense.

enator DURENBERGER. Was the figure $62,000?

Secretary BLusMeNTHAL. Yes; $62,000. You are in a very fortunate
position.

Aitkin County and Clearwater County are the only two counties I
see who would be eligible under part A at the present time.

Senator DureNBERGER. Thank you.

Senator Branrey. Senator Danforth ?

Senator Daxrorri. Mr. Secretary, let me put this matter into soine
historical perspective. As you know. this bill has a history. Last year,
the position of the administration was that the local unemploynient
trigger for assistance should be 4.5 percent. The amount of money
IIn the."administration’s program was somewhat over £600 million, as

recall.
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At that time I took the position that that was not a very well thought
out program, and that we could save the taxpayers some money. In
fact, I figured we could save them over $300 million. ]

I pushed for an amendment in the Finance Committee to raise the
local trigger to 6 percent and to reduce the amount of money.

We fought that in the Finance Committee and lost in the Finance
Committee. We fought it on the floor and won it on the floor and, of
course, eventually the whole thing got washed out. .

It is interesting. ‘The administration at that time took the position
that 4.5 percent should be the local trigger. I took the position that
6 percent should be. The administration was opposed to my position.

You have kind of been on both sides of the issue, which is something
we politicians like to do. It is a little bit difficult for me to know what
battle to fight. What I did this year, as you know, was to introduce the
bill we finally got through the Senate last vear. I introduced it with
a series of cosponsors, including Senator Moynihan, who was for a
time my adversary last year on this question.

We now have somewhat different points of view again although your
point of view has hurdled mine. You have a proposal that is even
tighter than what I was proposing.

I would like to ask you a few questions about the difference between
your approach and my approach and get your comments.

You have a $20,000 de minimis rule now. You indicated in your
testimony that was an arbitrary ficure, that you were not absolutely
locked into that figure and you would hope the de minimis level would
not be too low. In my bill, it is $100 a quarter, $100.

I wonder if we could not work out some sort of compromise between
$400, which I would concede as too low, and $20,000 which really has
a harmful effect on smaller communities. They can have very serious
financial problems although they are smaller in scope than some of the
large cities.

ecretary BrusrenNTiran. Senator, may I say first as I compare the
legislation we are recommending with the Danforth bill, the differences
are not very great. To some extent, we may have profited from the
experience of your cfforts and listening to you. There is hope.

Senator Daxrorti. T am glad to be helpful.

Secretary BruMeNTiian. As I look at your approach, we are fairly
similar to what you suggested.

You may have a better feel for de minimus levels than I do. I would
think even a couple of thousand dollars is such a minor amount for
most governmental units and I cannot imagine a check from Uncle
Sam for that amount, $500 a quarter or whatever it is, really is going
to make the difference between fiscal distress and the lack of it. There
may be such instances but they must be few.

On_the other hand, the amount of paperwork, the sprinkling effect
of this, the amount of governmental units who get the check and say,
this is a gift from heaven but we could have done without it, probably
far exceeds the number of units that really nced that extra couple of
thousand bucks.

When I say obviously the $20,000 is arbitrary, T had in mind, for
example, if you reduced that to $10,000, if I remember the numbers
correctly, you would add some 600 additional units. You would go
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fl(‘:(),lg 1,231 to something a little less than 2,000. That is still pretty

I do not have with me all the various permutations that you can
work out if you go to $5,000, or vary eligibility at 6.5 percent and at
6 percent, and make various combinations,

I would think what I would recommend to you is that if you could
fix the total amount and not go above the absolute amounts that we
have in there, because this is what concerns me, the budget impact,
and then just have us work with you and give you a grid on which you
could see what the impact of various minimum amounts and various
trigger points is, and then pick the one that suits you best. As long
as the total that you are going to spend does not exceed what we are
recommending, and as long as it remains targeted to the areas that
really need it.

Senator DanrorTH. I was going to ask you about the $20,000
diminimous and the difterence between 6 percent and 6.5 percent.

It is your view and my view that this is the sort of thing that can
be worked out on the basis of examining the print-outs and we are both
flexible in working something out in that connection.

Another question has to do with annual versus quarterly payments.
Under your proposal, as I understand it, it would be a single annual
payment and under mine, it would be quarterly.

ecretary BLUMENTHAL. Yes,

Senator DanrorTH. I wonder if there is not a problem in using an
annual payment in that it can be somewhat inflexible. That is, you
could determine eligibility for a community at a time when unem-
ployment is over whatever the trigger is going to be—but the time
chosen might be an aberrational point in time.

Do you follow me?

Secretary BLuMENTHAL. Yes.

Senator DaxrorTH. I wonder if it would not be more flexible and
also more timely if instead of an annual payment we had quarterly
pavments. :

Secretary BLuoMENTIIAL. As I understand it. the standby portion
of our proposal is based on quarterly payments. The targeted is annual.
The reason again being it is a rather limited program for a limited
period of time. We have only whatever it is, six quarters left.

We just wanted to keep 1t very simple. The standby which would
trigger above 6.5 percent is quarterly.

Senator DaxrortH. The standby being the countercyclical?

Secretary BLUMENTHAL. Yes.

Senator Daxrorti. How about the targeted portion?

Secretary BLrarenTiarn, That is annual. That is because it is a rather
limiterl program for a rather limited period of time and we felt it
would be easier to handle and faster to administer for the recipient
units as well. That is why we picked it.

T do not really think that would be a real fighting point.

Senator DaxrortH. No: I just wanted to ficure ont the degree of
flexibility. It is not a sticking point with me either but it just hap-
pencd to be one of the differences in the administration’s bill and my
bill.

Let’s get to the money because I think that is obviously the major
problem,
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One question would be the phase down, $250 million in 1979 and
$150 million in 1980. Are you confident that local governments are
going to be that much better off in 1980 than they are in 19792

Secretary BLuMENTHAL. Qur projections, economic projections, in-
dicate that we will have a slow down in the course of 1979 and then
an improvement in 1980,

Point No, 2, unless you posit that there will be a substantial slow
~down in 1980 and the rate of unemployment nationally, and therefore
in some of these local areas, will rise rather substantially, then I think
You can make a good argument that what was a countercyclical pro-
'fram‘ really should come to an end and these local units should have
_had enough time to know it was a temporary program, to plan for it.
The general revenue sharing program is still there, and that is ob-
viously one of the questions we are going to have to address ourselves
‘to in studying what changes to propose there.

We are trying to deal with the effects of what was a temporary pro-
gram, and one of the problems we always face as you well know is
that temporary programs tend to become permanent. State and local
governments were told it was a temporary program, and as conditions
mmproved, it would be phased out. We have phased it ont.

1 think in most instances they will be able to handle it. There will
still be some distressed areas but other programs are available in the
Federal Government in order to help for chronic distress, This pro-
gram is not intended to deal with chronic distress.

I would say whatever impact of the cyele was felt in these areas,
should be climinated by 1980 under our projections.

Senator DaxrorTr. Let’s assume a community with 7 percent un-
employment in 1979 and in 1980; it would seem to me that that com-
munity would be in worse shape in 1980 than in 1979 for the reason
that its costs would be going up. At the time it is in worse shape, being
hit particularly by inflation, we would be phasing down a program
designed to help that community.

Secretary BruyenTHAL. The program, as I understand it, was de-
signed to counteract the impact of the cyvelical downturn, The cyclical
downturn has been eliminated. We are far on the up side.

There are communities which have more than 7 percent unem-
plovment and may have that still in 1980. Those communiti~s will
Thave to look to other sources, it scems to me, for help to aid them in
-overcoming their distress, but not this program.

Senator Daxrortit. There are two aspects of this program. There
s the countercyclical aspect which is designed just to get money out
Anto the economy. That is countercyclical, when unemployment na-
tionally goes up.

I am talking about the more targeted problem where you have dis-
tressed areas, where you have particular communities which have
chronic unemployment that are going to be there in 1979, 1980, 1981,
1982, and so on.

1t seems to me that for those communities as times are getting worse
for them, we are cutting back on a program that is designed to help
them.

Secretary BLuusmenTHAL. I would say for those communities you look
to CETA programs, to public service employment, to general revenue
sharing, or whatever other Federal programs are available to aid
them.
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You no longer rely on this program which is intended to deal with
a national cyclical problem, and within that targeted on the areas
worse off.

Senator Daxrorri, Thank you.

Senator Brabry. Senator Chafee?

Senator Cuaree. Mr. Secretary, I have a little trouble following the
consistency of the Federal Government’s programs in connection with
distressed areas.

For example, last year, as you recall, the administration came
forward with a labor intensive public works program which was $1
billion a year for 8 years. This was a great necessity. It came with
considerable fanfare. The Congress did not accept that approach. As
you remember, there was a wrestling match between the House and the
Senate to some degree on what is labor intensive and in any event, the
whole thing went down.

Hot on the heels of that, the administration comes in this year and
cuts back on a program very severely. You are going from $1.3 billion
last year to $250 million this year and $150 million next year. You
cut back on programs that essentially go to the poorer cities of the
Nation. They are not all in the Northeast but many of them are, I
suspect some of them are in the Sunbelt, They are in the areas of the
country which are older than the national average and have lots of
problems, some of which Senator Moynihan spoke about today.

I have a problem following the consistency of the administration’s
policy. QI do not know what you are going to do next. Could you help
me ot ¢

Secretary BLuMENTHAL. Senator, I do not know if I can help you out
fully, but let me try. The distribution of that limited amount of money
that we are asking for is fairly widespread, and a significant portion
goes to the West, not just the Northeast. California gets quite a bit.
It is in the South, the Midwest, and really everywhere. Tt 1s well dis-
tributed. Not all is in cities.

As I said, over 40 percent of the total governmental units which
qualify are places with populations less than 25,000, I think in that
regard it has been targeted well.

Senator Crarer. I differ with whether you targeted it well. Did I
hear Minneapolis gets some?

Secretary BrumeNTHAL. No.

Senator Cuaree. They do not need it.

Secretary BLusmeNTHAL, They are not getting it.

Senator CHAFEE. It just seems to me that the problems of the country
are in the cities and are all over the country, but primarily there is
a lot of difference between Newark and Wichita 1n prosperity and
in hope for the future.

I assume Newark does get a good bit more than Wichita.

Secretary BLoMENTHAL. Wichita gets nothing.

Senator Cuarkke. Wichita does not need anything.

My point is, when you take a program from $1.3 billion to $250
million, that is a whale of a drop, particularly when last year, not
but 7 months ago, you were saying these same cities desperately needed
a labor-intensive public works program.

I just cannot follow the administration. I am not holding you re-
ipons}ilble for the entire administration, but you are the only one we

ave here,
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Secretary BLuMeENTHAL, My shoulders are broad, Senator.

By targeting it so heavily, the examples you picked, if you will par-
don me for saying so, prove the point I am about to make or at least
substantiate the point,

Neither Minneapolis nor Wichita get a penny under this program,
but they did get something under the previous program. Places like
Newark do. As a consequence of targeting it so heavily, these hard-
pressed cities get more than they otherwise would. The same thing is
true for Rhode Island. Rhode Island gets $1%4 million under this pro-
gram, although these other places do not.

The money is pretty well distributed and concentrated on the pockets
of high unemployment.

The question you asked me is, why this big dropoff; why do you go
down from $1.3 billion to $250 million ? One reason is we have cut out
a lot of areas that do not need it many more, and that means we really
do not need much money as long as we can target it. The second rea-
son is we do not have the money in the budget. It is quite frankly an
effort to get us to a balancing of the budget. I have been urging just
as hard as I can within the administration that we need to do that.

The third thing is, I believe—and the Secretary of Labor can speak
to that with a lot more authority than I—that we have maintained
CETA and public service jobs at fairly high levels. We have cut those
back, too, but have maintained them at as high a level as we possibly
can and also concentrated on areas where unemployment is high.

If you are saying why not $1 billion, $14 billion, there is only one
answer. It is quite consistent with the economic policies of the admin-
istration. We want to balance the budget.

Senator Crarke. Consistent with the policies this year, but last year
you came in with that labor-intensive public works than even Congress
1n an election year rejected.

I was opposed to it. I could not see what the thinking was. To come
in with a program like that, and then this year Iyou come in and cut
this program which I think is a good one, and I agree with you, we
are all trying to reach a balanceﬁ budget, but you cut the program
so dramatically.

The instances you have given are good ones of what you are doing
in various cities, I just know the Rhode Island figures. They have a
very substantial reduction.

Secretary BLumMeNTHAL. You would be getting $779,000 in fiscal
1979. That is pretty good. That is probably a higher percentage than
what you got in 1977 and 1978. It is because we have cut out the
Wichita’s and the Minneapolis’ so we can give it to the Rhode Island’s.

Senator CHaFee. We end up getting one-third of what we got last
year.

Let me get your comments on Mr, Nathan’s proposal. He is testify-
ing after you, He first concludes that this is a ?ood program.

On page 13, he states at the top that he believes in the targeting
idea as the major theme of domestic policy, and he proceeds to apply
the targeting to the general revenue sharing.

There are all sorts of political pitfalls in that thesis but he says there
arc two reasons that lead him to that conclusion, that urban needs in
the Nation are concentrated in older declining localities with high pro-
portions of disadvantaged persons and that the dominant trend of
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Federal grants over the last 15 years has been to spread urban aid
rather than concentrating it.

I believe in the concentrating, yet under the general revenue shar-
ing, Wichita or Minneapolis, which are very prosperous cities, get a

ot.

What do you think about the targeting of general revenue sharing
outside of the political problems?

Secretary BLuseNTHAL. Maybe we should go to the courtyard.

We are presently engaged in an intensive review of general revenue
sharing because we will have to come up here in the not-too-distant
future and propose what we think the future of that program ought
to be. We are looking at the question of economic impact. fiscal impact
and targeting, different and better kind of targeting. We are looking
at the question of the distribution between States and other govern-
mental units; should the States continue to receive support.

I have been impressed by the fact that so many States feel the Fed-
eral Government ought to balance its budget quickly, and it has oc-
curred to me as well to others that one way the States could help is to
forgo the amount of general revenue sharing that we are turning over
to them. That would help us get the Federal budget into balance.

I think better targeting to the areas that really need it is clearly one
of the things we are going to have to come up with some conclusions
on. My bias would be in the direction of having it more heavily
targeted.

Senator Cuaree. I want to urge you to give that some further
thonght. I think we do have a problem here where we do have all the
cities that are undergoing tremendous problems, as Mr. Nathan says,
with high proportions of disadvantages. There is a lot of difference be-
tween Lowell, Mass., and MclLean, Va, For them to receive the equal
amounts of the general revenue sharing, that does not seem to make a
great deal of sense. if we are going to tackle this national problem,

Thank you. Thank you, Mr. Chairman,

Senator BraprLey. Thank you very much, Mr. Secretary, for your
testimony.

Senator Daxrorrir. Mr. Chairman, may I add one point?

Mr. Seeretary, you know we get into sort of a political mess when
we start talking about Providence, R.I., versus Wichita. Kans. My
own view is we have to be rational about how we spend Federal money,
not just spray it out over the countryside.

I do think there is an impression that some of us have, maybe
Senator Durenberger and I, that Senator Bradley, Senator Moynihan,
and Senator Chafee may not have, and that it is that there is a kind
of sense of regionalism that comes up in this sort of discussion.

We have so many opportunities in the Congress to heap our bene-
volence on New York, for example, or New Jersey or Rhode Isand.
Sometimes it seems as though the major question is, how can we give
the people of Minnesota and the people of Missouri more opportuni-
ties to reach in their pockets and turn money over to the people of
New York, New Jersey, and Rhode Island ¢

If a community is well off—and there are communities that are well
off—then if it needs any assistance, it obviously does not need as much
Federal assistance as those communities that not well off.
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I do think it creates some problems for all of us when we get into
this question. It comes up every time there is a vote on the Senate floor
in such matters. People who do not know very much about the issue
rush onto the floor. Somebody has a chart of what is in a bill for what
community or what State. A Senator looks at the chart and his vote is
won by that kind of a consideration. . .

It seems to me that kind of regionalism really is not advancing any
cause.

Secretary Brusmextiaw, I think you are absolutely right. If you
look at the distribution of this money as it would occur, I would have
to say we have tried very hard to be fair and not to construct a pro-
gram that is a New York City relief program. The State of Illinois,
the State of Michigan, the State of Mississippi—the States of Cali-
fornia, Pennsylvania, Texas, Florida, Georgia—who get relatively
large amounts in the millions out of this, and that is not simply be-
cause they are large States, but also they have a high percentage of
concentrated unemployment.

1t is pretty well spread across. It is true there are some States that
get nothing, and those tend to be the States in which there is fortu-
nately little fiscal distress.

You always have this political problem of deciding whether you are
not going to sprinkle it but give whatever money out where it is
needed, or whether you come to the conclusion that it is politically so
difficult that in order to give it to the ones whon need it, you are going
to have to give it to a lot of people that do not.

We have tried to be rational about it. I think the distribution. as you
will study it, is basically pretty good. It does not go to one region. This
is not a Northeastern program. It is really a national program.

Senator Brabrey. Thank you very much, Mr. Secretary.

Secretary BreyexTtiarn. Thank you.

[The prepared statement of Secretary Blumenthal follows:]

STATEMENT oF HON. W. MICRAEL BLUMENTHAL, SECRETARY OF THE TREASURY

Mr, Chairman and Members of this distinguished Subcommittee:

I appear before you today to discuss the Intergovernmental Fiscal Assistance
Amendments of 1979, which the President submitted to Congress last week.
Through 1980, this two-tiered legislation would provide targeted fiscal assistance
to fiscally distressed local governments and a stand-by fiscal assistance program
for State and local governments,

Concerning the first tier, we recommend targeted tiscal assistance expenditures
of $250 million in 1979 and £150 million in 1980. This compares to £1.3 billion
spent last year under a similar, predecessor program. We do not project any
outlays under the program’s stand-by tier. It would only operate if national
quiarterly unemployment reached 6.5 percent in 1979 or 1980, and the Admin-
istration forecasts a maximum rate of 6.2 percent over that period.

My testimony will cover three major areas:

(a) A brief review of the history of this legislation.

(b) Targeted fiscal assistance—why a need exists for further assistance on a
limited basis, and how we propose to provide it.

fe) Stand-by Fiscal Assistance—the ilnportance of having such a program in
place and the details of our proposal.

A BRIEF HISTORY

Three years ago, during the deepest U.S. recesslon since the 1930's, many
urban and rural communities were experiencing severe fiscal distress. The re-
cession had weakened their revenue bases at the same time that their unem-
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ployment and service costs rose sharply. Many localities began to experlence
widening budget deficits and some were threatened with insolvency.

In 1976, Congress enacted the Antirecession Fiscal Asgistance (ARFA) pro-
gram—frequently called countereyclical revenue sharing—to provide emergency
fiscal assistance to these distressed States and local governments, President
Carter then proposed in 1977 that this program be extended, and Congress
agreed.

gOver a nine-quarter period, therefore, approximately $3 billion of such anti-
recession funds was distributed to an average of approximatelp 18,000 recipient
governments. We think these expenditures were effective in avoiding excessive
layoffs of essential workers, reductions in vital services and counterproductive
tax increases.

Essentially, the ARFA program distributed £125 million per quarter when the
national unemployment rate (seasonally adjusted) reached 6 percent for a
calendar quarter. It also allocated an additional $30 million for each one-tenth
of one percent in excess of this 6 percent level, Eligible States received one-third
of total disbursements and eligible local governments received two-thirds. A
government hecame eligible if its own unemployment rate was 4.5 percent or
more, and the individual allocations basically were determined by the excess of
a recipient’s unemployment over ‘1is 4.5 percent base level.

The ARFA program targete. its funds effectively to those State and local
governments which needed them most. In 1978, two-thirds of the total disburse-
ments were distributed to recipients whose unemployment rates were 8 percent
or more.

The ARFA program was reauthorized only through 1978 and, in May of last
year, the Administration proposed a similar, successor program to operate
through 1980. After careful study, we had determined that a series of local gov-
ernments continued to experience severe fiscal distress. Indeed, we provided a
formal study to Congress on this subject.

Last Fall, the Senate Finance Committee reported out a bfll, which we sup-
ported and the full Senate passed, which would have continued Federal fiscal
assistance to these governments. Unfortunately, this legislation failed in the
House on the final day of the 95th Congress. ARFA funds were thus cut off to all
recipients on September 30 of last year.

NEED FOR TARGETED FISCAL ASSISTARCE PROGRAM

The Administration's judgment is that these funds—&1.3 billion last year—
should have been phased out gradually, not terminated in one step. Accordingly,
we have proposed the much reduced outlay levels of $250 million in 1979 and $150
nillion in 1980. This phase-down would be consistent with the fiscal recovery of
many localities and the related pattern of annual reductions in ARFA funding
since the 1976 peak of the State and local fiseal crisis

There is a need for continuation of fiscal assistance. however, because certain
urban and rural localities around the country remain fiscally strained and need
more time to recover. They cannot eliminate their dependence on antirecession
funds without experiencing severe budget dislocations and related layoffs, service
cuthacks and tax increases.

Let me illustrate the importance of the previous ARFA program to certain
particularly strained areas. In 1978, Treasury published a Report on the Fiscal
Impact of the (Carter) Economic Stimulus Package on 48 Large Urban Govern-
ments. It concluded that a number of these governments were in a serious state
of fiscal distress. Our latest statistics indicate some improvement but the under-
Iving problem continues in certain areas.

Their local tax rates are at legal or economic limits, and tax revenues thus
cannot be increased meaningfully in the immediate future. Despite efforts to cut
their budgets, these governments are experiencing inflationary pressures which
are driving Incal expenditures higher. Additional research has demonstrated
that this same combination of stagnant revenues and fnfiation-driven expendi-
tures i< also afflicting many rural governments.

Treasury's study also showed that the more seriously strained local govern-
ments received a proportionately greater share of ARFA payments and that such
governments could not easily offset the loss of such payments. For example, last
year, the ten most severely strained of our largest municipalities were recelving
ARFA funds representing between approximately 2 percent and 7.5 percent of
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their so-called “own-source” revenues. Theoretically, these governments could
raise taxes or cut expenses to replace them. Unfortunately, neither of these
alternatives is readily available to distressed local governments. This is why
the Administration is recommending a phasedown of fiscal assistance over the
next two years.

A second basic {llustration of the need for targeted fiscal assistance involves
the combined effects of underlying fiscal distress plus last year's funding cut-off
on a series of particularly hard-hit areas. Examples include the following:

(a) Detroit budgeted $19 million of anticipated 1879 ARFA receipts and then
was forced to lay off 350 employees when the program was terminated.

(b) St. Louis anticipated $6.5 million in 1979 ARFA funds and now must close
a budget deficit of approximately that amount.

(¢) New Orleans had to enact three new revenue measures which equalled
approximately 15 percent of its 1079 budget.

(d) After having already reduced its work force by 1,300 employees, primarily
through lay-offs, Philadelphia had to cut another $14 million from its 1979
budget due to that amount of shortfall in anticipated 1979 ARFA receipts.

(e) Newark laid off 450 employees in the immediate wake of the program's
termination, including 200 police officers.

(1) El Paso reduced its workforce by flve percent.

(g) Pittsburgh was forced to increase both {ts city {ncome tax and its
property tax.

(h) Hidalgo County, Texas had to reduce fits already small workforce by
layoffs and attrition.

HOW THE TARGETED FISCAL ASSISTANCE PROGKAM WOULD WORK

Iet me turn now to a brief discussion ¢f the program’s major features.

This program would authorize the expenditure of $400 million as follows:

(a) $250 million in FY 1979 for approximately 1231 local governments with
unemployment rates of 6.5 percent or more for the six-month period of April
through September, 1978,

(d) 2150 million in FY 1080 for somewhat fewer governments based on the
unemployment rates for the first 6 months of 1979.

The share of each local government would be determined by its excess
unemployment above 4.5 percent multiplied by its general revenue sharing alloca-
tion—this is the previous (ARFA) approach. Payments would he made annually,
and as soon as possible in the case of the 1979 allocations. One-half of one per-
cent of the total funds requested would be distributed on a population basis to
the Commonwealth of Puerto Rico, Guam, American Samoa, and the Yirgin
Islands.

DISTRIBUTIONAL EFFECTS

By any reaconable measure, the program’s funds will be highly targeted accord-
ing to need. Oinly 1.231 local governments would receive funds in 1979, based on
the most recent unemployment data. This compares to the 39.000 recipients of
?en]eml Revenue Sharing funds and the 17,000 average recipients of 1978 ARFA

urds.

In sdditic' . 70 percent of 1979 funds will be distributed to localities currently
experiencing unemployment rates of 8 percent or more. The 10 “highest strain”
cities would receive 34 percent of the total 1979 funds.

Small communities also get a fair share of program funds. Approximately 45
percent of the eligille areas have populations below 25,000 people. In adi’. an,
half of the eligibles are countles, not cities,

BOLE OF THE STATES

State governments are not eligible for targeted fiscal assistance, although
they would fully participate in the standby fiscal assistance program. Studies
fndicate that, as a group, State governments are not fiscally strained today.
Indeed, fifteen States provided for personal income tax relief in 1978, through
either reduced rates or exemptions, credits, or deGuctions. Major State revenue
sources—sales and Income taxes—have been more responsive to {mprovements
in the national economy than the principal local revenue source—property taxes.
Accordingly, ash the economy has improved over the past 50 months, State reve-
nues have increased at a faster rate than local revenues.
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USE OF UNEMPLOYMENT RATES

Concerning eligibility, we have selected local unemployment rates as the proxy
for fiscal distress. We have found the unemployment-based antirecession formula
to be effective in targeting funds to places with serious economic and fiseal
problems. For example, the ten “highest fiscal strain” cities receive substan-
tially higher per capita allocations than less strained cities.

We selected average unemployment rates of 6.5 percent or more for determina-
tion of local eligibility. Unemployment over the past year has hovered around 6
percent and a rate of one-half percent above this level produces considerable

targeting.
ADMINISTRATIVE ISSUES

Our legislation includes two important provisions relating to administration
of the Targeted Fiscal Assistance program. The first involves a per capita income
limitation such that eligible recipients must have per capita incomes of less
than 150 percent of the national average. This requirement avoids rewarding
particular places where, despite high unemployment, considerable taxable
wealth may be found.

Second, we have included a $20.600 minimum annual payment test for eligibil-
ity. This “de minimix” test means that when a recipient's potential allocation
falls below that amount, cither in FY 1979 or in FY 1980, that locality is not
eligible and the funds are redistributed among those whose allocation is above
$20,000. -

The expired ARFA program provided that a government could receive as little
as $100 per quarter. We find that minimum payment simply too low., The mini-
mum should be large enough to sustain one or perhaps two jobs.

STAND-BY FISCAL ASSISTANCE PROGBAM

It me turn to the second-tier of this legislation—the stand-by fiscal assist-
ance program for State and local fovernments. This program is similar to the
1976-197S ARFA program except that it would only operate when the national
quarterly unemplorment rate reaches 6.5 percent or more, instead of 6 percent,
and the eligibility requirement for recipients would be raised from 4.5 percent
unemployment to 3 percent.

The current Administration economic forecast does not anticipate tiat
national unemployment rates will reach 8.5 percent or more through 1980. Thus,
we do not project any budgetary outlays under this stand-by portion of the
program.

Should an economic downturn occur in 1980, however, we want State and
local governments to have the assurance of Federal assistance to help them
avoid precipitous layoffs, service curtailment, sudden reductions in procurement
and capital outlays, or tax increases. We also think it important to avold past
mistakes of having a countercyclical program that triggered on too late in the
recession and triggered off too late into the recovery.

HOW THE STAND-BY PBOGRAM WOULD WORK

Our proposal builds on what we have used in the past. It is intended to be
relatively simple and easily understood. For example, the allocation approach
of unemployment data combined with the general revenue sharing formula is
widely understood. This approach—using unemployment, tax effort, population,
and fncome data—reflects a legislative consensus on fairness. In addition, this
approach has broad support because it is simple and inexpensive from an ad-
ministrative viewpoint.

The program would operate only if quarterly national unemployment rises to
6.5 percent or higher in 1979 or 1980. At that point, it would distribute $125
million per quarter plus an additional $25 milllon for each one-tenth of one
percent by swhich national unemployment exceeds 6.5 percent. Individual State
and local governments with quarterly unemployment rates of 5 percent or more
would be eligible. Approximately one-third of the funds would be distributed to
State governments and two-thirds to local governments.

The maximum amount of funds to be distributed under this stand-by program,
should it operate, would not exceed an annual allocation of $1 billion and no
funds are to be patd after September 80, 1980. This means that the last calendar
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quarter for which national unemployment data will affect payments would be
the quarter ending March 81, 1980.

We have included a payment adjustment provision linking the first tier of the
bi!l to this stand-by tier. To avoid windfell funding, if the stand-by tier is
triggered, allocations to local governments in any fiscal year under this second
tier would be reduced by the amount of payments they would receive under the

ﬁrs‘t tier in that year.
The stand-by program includes the same per capita income test and equivalent
minimum ¢quarterly payment tests, as in the Targeted Fiscal Assistance tier.

CONCLUBION

The Intergovernmental Fiscal Assistance Amendments of 1979 constitute an
important aspect of the President’s domestic program. It is a balanced two-tiered
program that addresses the immediate needs of a limited number of fiscally
strained local communities as well as the prospective needs of State and local
governinents as they face economic uncertainty. A minimum amount of expendi-
ture can have considerable impact without jeopardizing the budgetary and fiscal
goals of this Administration. A stand-by program offers the prospect of providing
a sensible fiscal insurance program for State and local governments in the event

of future excessive unemployment.

We have purposely designed this program to bridge the time remaining until
the expiration of General Revenue Sharing in 1980. The expenditure of $400
willion in fiscal year 1979 and 1950 phases down the amount of funds received by
the wost fiscaily distressed communities while stand-by fiscal assistance assures
a timely response to economic downturn. The proposed legislation will expire on
September 50, 1980, together with GRS. This will facilitate a 1980 Executive
Branch and Congressional review of the entire issue of Federal fiscal assistance

to State and local governments.
I appreclate the opportunity to present the Administration’s program for fiscal

assistance. I look forward to working with you and other members of Congress
toward implementing the program.

Senator BRabLEY. Our next witness will be Richard Nathan, senior
fellow at Brookings Institution, a scholar on the subject of inter-

governmental transfers.

STATEMENT OF RICHARD P. NATHAN, SENIOR FELLOW, THE
BROOKINGS INSTITUTION

Mr. Natuav. I am accompanied today by James W. Fossett who
has helped me write this testimony and also by Claire Osborne. a re-
search assistance who worked with us on the testimony. )

1 am just going tc read some points and 1 would ask the whole testi-
mony with the tables be inserted in the record.

Senator Braprey. Your full statement will be inserted into the
record.

Mr. Natnan. In our view, the legislation before the subcommittee
today. together with the extension of general revenue sharing, is
likelv to be the most important domestic policy issue addressed by
the 96th Congress. While it represents at best a short term solution
for chronic policy problems, it is essential to preserve at least some
impetus for urban policy in 1979.

Our testimony today focuses on subtitle A. the targeted fiscal assist-
ance title of the legislation before your subcommittee.

Taken together, the budget as enacted for 1979 and the adminis-
tration's proposed budget for 1980, represent what in our opinion is
a watershed for Federal grants and aid. These two budgets represent
both a reduction in the level of support for State and local activities
and in the extent to which this funding is targeted on distressed

communities.
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If one looks at nonwelfare grants, that is, subtracting out AFDC,
medicaid and some section 8 housing grants, nonwelfare grants to
State and local jurisdictions are projected to decline in real terms by
3.3 percent in 1979 and by 6.8 percent in the 1980 budget.

I one studies the history of Federal grants, and I have been work-
ing in this field for a long time, this is a dramatic change.

%‘he administration has chosen not to introduce and in some cases
to fund at reduced levels the programs contained in its urban policy,
Calculations by the Congressional Budget Office indicate, that 1979
and 1980 budget authority requested for programs initially contained
in the urban policy amount to just over $4.9 billion in the 1980 budget
as submitted. . .

This is compared to the initial request of the administration for
budget authority for these 2 years totaling $13.5 billion. It is almost
a third of what was in the original urban policy proposals.

The biggest urban aid reductlons in actual expenditures from 1978
to 1980 conie in the programs contained in the administration’s three
part “Economic Stimulus Package” of 1977 which consisted of extra
tunds for ARFA, public service employment, and local J)ublic works,

As a result of congressional action last year and presidential propo-
sals for next year, and we have underlined this sentence in our testi-
mony, outlays under these three stimulus programs are projected to
decline from $9.2 billion in 1978 to $2.9 billion in 1980, a reduction
of better than two-thirds in 2 years.

The impact of these reductions will be most severely felt by the
Nation's (Fistressed cities,

Estimating who will lose exactly how much is difficult but we have
been able to construct estimates for the committee today which I am
going to present next.

Table 1 in our testimony, which has the world’s longest tabular
footnote, shows estimates for the losses resulting from reductions in
ARFA and PSE to 10 selective cities. All of these are hardship cities
using our “urban conditions index.” We are studying the PSE pro-
grams in all of these cities except one.

To continue the services financed by these two programs, this set
of cities would have to raise taxes, that is to continue what they had
before, by an average of 8.4 percent. Furthermore, in order to con-
tinue capital spending because this estimate leaves out LPW, at the
level provided by the LPW program, these cities would have to raise
taxes by another percentage point on average to cover annual debt
services assuming financing with 20 year gencral obligation bonds.

Skipping through out testimony, a statement on page 6 that I would
call your attention to says if the forecasts of recession later this year
or next year are borne out, the most distressed cities will be faced
simultaneously with a major loss of Federal revenue and a slowdown
in their economies. The consequences of this double whammy, which
is Mr. Fossett’s phrase and I hike it, are potentially grave.

As pointed out by other witnesses, the first signs of this dilemmsa
have already begun to appear; Newark, Detroit, Philadelphia, and
other cities have been laying off employees whose salaries were paid
ARFA funs. Ironically, the effects of the cuts in the stimulus pro-
grams designed to help us get out of the last reccssion now appear
Iikely to occur as the next recession pokes its head up on the economic
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horizon, It is an “on-again-off-again” urban policy that is really going
to come to roost in the most troubled cities.

The next section of our testimony shows that the trend in Federal
grants of the last 15 years has been to spread money, rather than to
target money in distressed places. Targeting is a new and very mod-
est development which is now going the other way in the 1980 budget.

There was targeting in 1977 and 1978 under the new CD formula
and under the stimulus program; in the new budget we are movin
back toward the spreading pattern which has dominated Federal ai
policy over the last 15 years.

The important concept, and it has been mentioned earlier today, is
the idea of targeting aid. As we stress in our testimony, this is cer-
tainly not a radical idea, when one looks at the history of Federal
grants and the pattern of the last 15 years. A phrase we like is that
tightening in the budget and targeting go together. In the current
budget period, if we are going to have initiatives, they are going to
have to be targeted initiatives.

I would like to turn now to the rest of the tables which are new tables
we developed for the committee which show the eflects of various
levels of emergency fiscal assistance on the 10 cities that are included
in table 1.

As a first point, let me recall that the SUFA program, supplemen-
tary fiscal assistance, was originally proposed to be budgetes in the
urban policy, that is in the last iteration of it which I brought with
me, at $1 billion for 1979 and 1980. The bill before your committee
is one-sixth of that amount for 1980, reflecting the scaling down of
urban policy initiatives.

We have used four alternative funding levels in preparing data for
this testimony to show the effects of different policy options on our
10 selected cities. First, we used what TF A, the administration’s posi-
tion of $150,000 in 1980. Second we used the committee’s position which
was in the budget resolution letter, as I understand it, from the com-
mittee, of $350 million. We also have what we call an intermediate level
of $500 million and then, as a fourth level, we go back to the Carter
administration’s urban policy, $1 billion.

We have distributed the amounts involved under these four assump-
tions on the basis of the formula contained in the administration’s new
proposal for targeted fiscal assistance.

We present these data in a new way, in the form of what we call
replacement ratios. That is the percentage of losses of 1978 ARFA and
PSE funding that would be restored with each of the four alternative
assumptions.

Table 2 shows the percentage of ARFA funds only that would be
restored under each of the four assumptions. It shows that only the
urban policy level would restore what went before. It would take us
back to 1978, and if you adjust for inflation and you look at ARFA
only, there would be what we characterize as a “modest” 19 percent
increase in real terms, just replacing ARFA. In other words, with any
of the other three alternative assumptions, there is less targeting for
these cities in 1980 than there was in 1978.

As the next step, in Table 3, we have also taken into account the
PSE losses. Table 3 shows the results of this analysis with the same
four alternative budget assumptions. None of the four alternative
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levels on this basis restores the combined losses from the 1978 levels
of ARFA and PSE either in real terms or adjusted for inflation,

This does not include the fact that LLPW and the L1PW program
are no longer before the Congress, They were funded in 1978.

We have also developed replacement ratios for the 10 cities in table 4
of our testimony. This is again just for ARFA. We only use the two
assumptions, the TFA assumption and what we call “the urban policy
ixssumpbion” of $1 billion which was the administration’s position

ast year.

'J.‘gese replacement ratios would be lower if we also took into account
the losses of PSE and local public works funding. The figures are
adjusted for inflation in this tubie.

For Newark, for example, the targeted fiscal assistance level, the
administration’s position, would restore i4 percent of ARFA losses
alone in real terms. The $1 billion level would come close to restoring
all of the ARFA losses but of course that does not take into account
the losses from PSE or LIPW or LPW however you want to char-
acterize it. '

In St. Louis, which is also in this table, the administration’s TFA
position would restore 12 percent of ARFA adjusted for inflation and
the old urban policy level would restore 79 percent.

We would offer several points by way of conclusion. The most im-
portant conclusion at least to us, of this testimony is the appropriate-
ness in 1979 of the targeting idea as a major theme of domestic policy.
Two reasons lead us to this conclusion; one, that urban needs in the
Nation are concentrated in older declining localities with high propor-
tions of disadvantaged persons, big and small, Sunbelt and Frostbeit.
This is not a regional issue New Orleans is one of our 10 selected cities.

A second point which needs to be highlighted whenever one talks
about Federal grants involves the historical perspective, namely the
point that the gominant trend of Federal grant policy over the last
15 years has been to spread urban aid such that a shift at the margin
now to a more targeted approach is by no means a radical proposal.

The rest of our testimony discusses some ideas which relate to gen-
eral revenue sharing and the possibility of combining with general
revenue sharing some of the ideas that ought to be looked at on a more
permanent basis in relation to the bill which is before your committee
today. I will not read that Eortion of the testimony.

Senator BrabprLey. Thank you, Mr. Nathan.

I want to compliment you on your outstanding work here that puts
before the committee and the public in a very vivid fashion the degree
to which moneys aimed at severely depressed cities have not returned;
even under the administration’s proposal or the committee’s proposal,
I think the replacement ratios tftl’at, you have provided us will be the
subject of an important piece of ammunition in the debate of the next
several months.

I thank you very much for that.

I would like to have you comment briefly about those people who
would say it would be up to the local government to replace the loss in
Federal funds by resorting to increased local taxes.

What would that do, in your judgment as an urbanist to the eco-
nomie and social fabric of those severely distressed areas?

45-084—T79—35
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Mr, NatHAN. Senator, as you impl{ in your question and as we state
in our testimony, north and south, large and small, the cities which
have been losing people and losing jobs tend already to have on aver-
age twice as high levels of local raised revenue in terms of the effort
they devote in raising taxes from their own tax base. )

If they are forced into a position where essential services funded
under ARFA have to be maintained by raising taxes, property taxes

redominently and in some cases possibly sales taxes and various dif-

erent fecs that are used, that is going to further undermine their
competitive position. It is going to make it harder for things like a Na-
tional Development bank, which hopefully we will be talking before
the year and the Congress are out, to put these older declining cities
with high proportions of disadvantaged people and often high propor-
tions og minority citizens in a position where they can capitalize on
some trends that are pro-city and where they can compete to improve
their own conditions.

If we force them back on their own by withdrawing this aid it is
going to make it harder for them to develop their economy and main-
tain their service standards.

Senator Brabrey. Will you comment briefly on the incremental in-
crease that targeted fiscal assistance would mean for urban areas with-
in the context of the larger Federal grant picture?

Mr. Narnan, It may De heresy to say it in the current budget cli-
mate. But when you talk about figures like $150 million, as Kermit
Gordon used to say, who was the President of Brookings Institution,
that is “point one-five.” We are talking about infusions of additional
funds which if properly targeted can make a lot of difference for the
cities that have the most critical problems, We have summarized our
ideas on urban policy with the phrase, “The United States does not
have a national urban crisis but some older declining cities, north and
south, big and small, have urban problem conditions.” The infusion
in & Federal grant system, however vou count it, of $50 billion or to
some people, $80 billion, of a billion dollars of targeted assistance, if
the targeting is done on a strong and efficient basis, can make a lot of
difference as those replacement ratios show. A billion dollars would
make a difference and go a long way toward restoring the funds that
were helping these cities immensely in 1978.

I would say the Treasury position in terms of the formula ideas they
have brought hefore the committee. picking up on what went on in the
last Congress, that the new plan does involve targeting in a way that
recognizes the kind of conditions we are talking about. )

They have moved in the right direction on targeting. but when you
look at the amounts involved. the replacement ratios tell us a lot abont
what is going to be happening at the level of funding that has been
proposed.

Senator BrabLEy. Senator Durenberger?

Senator DureNBerGER. Thank vou. I. too, appreciate the approach
you have taken here because it is terribly illustrative.

I guess my first question would be the degree to which you believe
unemployment is an important criteria to take into consideration in de-
termining whether it is basically a revenue sharing program.

Mr. Natuan. That is a very good and important question. If there
was more time and I had my druthers, I would want to look for a bet-
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ter indicator, such as the kind of indicators we have used in our analyt-
ical work as to what are the distressed cities.

The recent work of the Commission on Employment and Unemploy-
ment Statistics suggests that there are problems, not so much with the
big cities in our testimony, btu with many smaller cities in the way
unemployment statistics are developed and in the way they are pre-
sented for use in these kinds of distribution systems.

Again, if there was more time. I would urge that an approach be
developed that did not rely as heavily, at least for entrance into the
system, on unemployment data.

If vou are looking at a program such as the Treasury has proposed,
it would start paying money out as of the final quarter of calendar
1978. there probably is not time, at least for this year, to test formula
alternatives that use ditferent statistical indicators.

I would say for the short term, despite the problems—and there are
problems with every set of statistics that you could use for this pur-
pose—it would make sense to pretty much stick to what the Treasury
proposes and then to look down the read at what you may want to do
in continuing this program beyvond 1980 or perhaps even for 1980. For
1979, it seems to me that the costs of revisions outweigh the benefits of
looking for a better entrance test or a formula which relies less on
unemployment statistics.

Senator DvRENBERGER. That almost puts a stop to my questions. The
other thinf I like about your statement, the two things that have been
particularly helpful to us and particularly in the Twin Cities, I sup-
pose it has been the fact that the States are looking at local efforts, 1f
you look at the cities as a creature of the State and look at their local
effort as being determined by what the State permits them to raise
either from the property tax or piggvback and we do not have much
of that in other taxes, the return of State revenues to local govern-
ments becomes very important in this whole equation of who is a
healthy city and who is not a healthy city.

It may not be appropriate to get into that one in depth except if we
are going to make comparisons hetween cities, it is important to me.

The second is programs like UDAG. In our community, maybe it is
just people with a lot of imagination who ave creating jobs by putting
private investment together with relatively small amounts of public
investment, look at the President’s proposal in much the same way you
have and say you know what is going to happen in an effort to save
Newark and some of these other major cities. we are going to lose some
of the more innovative things that have come out in the last couple
of years in this whole urban policy approach, such as giving us incen-
tives to get private investiment together with public investment.

Iaving said those two things, I would be curious as to your attitude
of what 15 going to happen.

Mr. Naruan. It is important and dificult to do. to try to look at
the whole canvas. Every time you have one piece of Federal aid busi-
ness before you, you tend to focus on that an({ it is complicated enough.
Yet, what is needed is to think about historical tren({s and how pro-
grams interact.

The steps that have been most significant. in my opinion, in terms
of moving at least modestly towards niore targeting of aid, have been
two things. One, the change in the community development block grant
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formula in 1977, which we had something to do with because we were
working in that area as well, and the other is the Carter administra-
tion’s “Economic Stimulus Package” which was going to be converted
into urban policy initiatives and 1s now caught in the throes of Prop-
osition 13 fever and is being largely withdrawn. )

I would like to point out that if one looks at Minneapolis for ex-
ample and the urban conditions index, Minneapolis is an older city
that has been losing population. It cost 21.7 percent of its population
between 1960 and 1975. )

Under the dual formula which was adopted to revise the community
development block grant program in 1977, its allocation went up from
$6.8 million to almost $20 million.

It does seem to me that each time you take one of these questions you
have to put it in historical perspe:tive. CDBG is a $3.5 billion pro-
gram and what we are talking about today in relative terms is a small
program. But in terms of urban policy and what we analyze to be urban
needs in the country it is a very important issue, which if we would
adopt enough of a targeting focus, could make a difference.

I think of it as kind of a Proposition 13 question. In these times when
there is so much concern, and justifiably so, with budget levels and the
need for budget cuts, targeting is an efficiency solution. It says what
we can do is cut some programs or at least spend less in some areas,
but we can focus those funds on communities which have the particular
kinds of needs that we are most concerned about.

I like to think of the community development block grant and the
targeted financial assistance program in the sense as liberal in that
it is focused on need and conservative in that if we do more targeting,
that would use Federal urban funds more efficiently and at the same
time reduce spending levels by focusing on where the problems are.

We think the targeting idea needs to be discussed, particularly the
kinds of data that are in the Chairman’s statement and in the state-
ments that have been made by other Senators, such as Senator Dan-
forth, who worked on this legislation last year. Then maybe people
will begin to understand this issue and be able to look across Federal
grants and try to make decisions that will be more refined in terms
of where the deepest problems are and understanding the nature of
those problems.

Senator BrapLey. Senator Danforth ¢

Senator DaxrorTH. One of the arguments that is made against the
whole concept of revenue sharing is that while there is and has been
for some years a very large deficit in the Federal budget, there have
been surpluses in State budgets and local budgets.

How reliable do ffou think those arguments are ?

Mr. Naruax. There are a lot of problems with that argument, It
looks nice on the surface, In 1977, on a national income an%luproducts
account basis, we had a surplus in the State and local accounts of
$29.6 billion. At the same time, the President was talking about a defi-
cit in the Federal budget of $30 billion.

People who like arithematic see that those two numbers are pretty
close to each other and say, “We can cut out of the State and local
sector and balance the Federal sector”.

But that is very elusive. It is the wrong way to look at those figures.
As we pointed out in a paper that we presented last week, there are
a couple of things to be said about that surplus,
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One is it is going down, The surplus now is not $29 billion but is
close to $23 billion. Even more important than that, $21.6 billion of the
current $23 billion surplus is in social insurance or retirement accounts.

For decades now, public finance experts have been pushing on State
and local governments to get their retirement systems on an actuarily
sound basis so that the reserve represents a fair portion of whnt is
going to be drawn on of those reserves as people retire in future years.

That surg]us, $21 billion in the last quarter for which we have data,
out of 323 billion, is all in retirement systems. That represents sound
financing. Those are not funds which can be cut without undermind-
ing the integrity of the retirement systems.

Two further points, The Congressional Budget Office now projects
that in 1979 and 1980, the “other,” that is, the nonsocial insurance ac-
counts, will be in deficit. You may ask how can that be since local
governments cannot run a deficit. It represents a drawdown of bal-
ances primarily. .

There is not a surplus any more, at least not except for the retire-
ment accounts. I would also point out that where there are govern-
ments in better positions on retirement funding and where there may
be some States or cities that have fund balances that are reasonably
healthy. one has to look at all cities. The distressed places we are con-
cerned about today do not have, or are drawing down on their balances,
and have nothing approaching a surplus.

Senator DaxrorTH. What is your opinion of the $20,000 de minimus
figure in the administration’s proposal ?

Mr. NatHAN. T heard your exchange with the Secretary on that. It
sounded to me like his response to you was that the answer may lie
somewhere in the middle between $100 and $20,000. To be very safe
and conservative, I will say T agree with that.

T think $20.000 is high but the idea of a de minimus is a good one
and if it could be cut in half at $10,000, that to me would be a better
position. One has to look at the {)rintouts, as you were saying, and
what will happen when you do that but it does seem when you are
talking about checks for 81,000 or even several thousand dollars in
this day and age, the expenses of running a program that would dis-
tribute that amount of money, we ought to have some second thoughts
about that.

A de minimus helps in targeting, helps in terms of efficiency. I guess
if I was really pushed on that issue, I would say that maybe $1,000 a
quarter, That is the administration position on title II of this bill or
is it $5.000 overall ?

I would say 81,000 a quarter might be 2 good position.

Senator DaxrortH. The administration’s bill phases down from
8250 million to 8150 million between 1979 and 1980. Do you think the
concept of phasing down in that way is a sound one ?

Mr. Natuax. I do not. The forecast is that next year is going to be
a more difficult year for the economy than this year. Phasing down is
going in the wrong direction.

Senator DanrorTH. Finally, you and I had a discussion not too long
ago in which we were trying to balance the concepts of revenue shar-
ing, and targeting against the budgetary concerns which Secretary
Blumenthal expressed so eloquently.

As we were talking, without any particular conclusion, we talked
about the possibility of a scheme for accomplishing this. As a matter
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of fact, the next day when I went to the Finance Commiitee and we
discussed our letter to the Budget Committee, I was about to trot out
my scheme but the matter was handled in another way and 1 did not
have to do it and did not do it.

I would like to put it to you in the foliowing way; suppose we
maintained the notion of targeted revenue sharing for local govern-
ments in the way that we do it in the bill I have introduced, $340
million a year. Suppose we finance that by a 20-percent reduction in
the State’s share of general revenue sharing,

That would be $456 million so it would be a total savings for the
Treasury over the administration’s proposal.

Suppose further that the reduction in the State’s share were not
accomplished by an across-the-board cut equally applicable to all
States but that the State’s revenue-sharing reduction would be in it-
self targeted so that those States which were relatively well off
financially would lose more than those States which were not so well
off, sort of the mirror image of targeting.

The final piece of it would e to adopt a proposal which has been
advanced by the Advisory Commission on Intergovernmental Rela-
tions, which would allow State and local governments the option of
transforming up to 10 percent from a categorical grant program to
any other purpose they wanted to, including revenue sharing.

The effect of this kind of package would be as follow, to increase
the targeted amount of money available to local governments; to in-
troduce a targeting factor with respect to the State’s share of revenue
sharing; to save a little money in the budget over what the administra-
tion would save and to provide more freedom for State and local gov-
ernments to spend Federal grant money as they please by giving them
this 10 percent leeway with respect to what is now categorical grant
money.

What is your view on that ?

Mr. Natniax. Fortunately, T have been prepared for that. First. to
say the obvious, the Senator has been deeply into this. You are cer-
tainly knowledgeable about these program elements: you worked on
them last year in a creative way.

The first commient I would make is that one has to sort out what you
want to do this year and what yon want to do next year. Next year.
general revenue sharing is up and there is a question. to me a tactical
question, which is not my particular terrain, but T will venture forth
anvway. as to whether you want to open up revenue sharing this year.

T would say first there is a question as to whether this kind of an
omnibus approach to revenue sharing should be considered this year
or next vear.

This year, with the TFA bill that is retroactive for almost 5 months,
one could say there is not time to open up revenue sharing and the
polities of revenue sharing. which all of us know from reading the
history of it. are quite complex when one laoks at the position and
interests of the States and local @overnments, There i< a song from
the musical “Oklahoma” bv Rogers and Hammerstein, *“When the
Farmers and the Ranchers Will Be Friends.” T think that «pplies to
the Governors and local officials for revenue sharing. They had to be
friends in putting together the agreement that became the Revenue
Sharing Act in 1972. The politics of revenue sharing are very com-
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plicated in terms of balancing out how you keep these various groups
in the picture. ) .

I think there is a reason for raising a question of whether opening
up the issue this way this year would enable progress to be made on
the legislation before this committee, which I have already said I think
is really important legislation. i .

Second, next year and this is the part of the testimony I did not read
because I did not want to use too much time in the oral presentation,
next year it seems to me that it would be very useful to think about the
kind of approaches that you are working on, to think in terms of what
we have been calling an omnibus revenue-sharing bill. One part mlglgt
be targeted assistanuce fixed up to deal with Senator Durenberger’s
question about the overreliance on unemployment data for the formula
for the permanent or structural component. It seems to me 1t wguld
be diflicult to do all the technical work quickly in this first year of the
96th Congress. )

'The second piece of an omnibus bill could be the countercyclical pro-
gram so that we do not have, as our testimony points out, an 18-month
lag as we did from the last recession until ARFA payments began.

L have always thought they should have named that program tiwe
budgetary antirecession and fiscal assistance act. The acronym would
Le even more memorable.

Be that as it may, it seems to me the targeted piece and the ARFA
piece and the general revenue-sharing piece are going to be coming
together in a logical way if one reads the history ot grants’ policy, all
coming together before this committee, not only this year, but very
importantly next year. That is where the big urban policy and de-
mestic policy decisions in the current budget climate are likely to be
made, particularly in light of the fact that most of my economist
friends now predict a recession next year and the mood is likely to be
different then.

When one gets to next year and when you are talking about how you
combine the pieces, I have sort of mixed feelings about whether you
should cut the State’s share, to be very honest. The reason I have mixed
feelings about that is because what we have been doing is increasingly
giving grants to local govermments, bypassing the States and weaken-
ing the States in our federalism.

This is not an unimportant issue. Certainly when you talk about a
20-percent reduction, and when you talk about allocating it to where
you do a sort of reversed targeting approach for the reductions which
you have invented, these are some very interesting ideas which ought
to be explored out and staffed out, and that takes a lot of time. I
thought your approach had a number of good teatures to if you are
going to cut the State’s share at all.

1 guess I would say I think the most important piece is the targeted
piece in light of what we know about urban conditions and the history
of I'ederal grants’ policy. That very tricky question of whether you
are going to reduce the State's share is a question you have to think of
both in terms of whether we should do it this year, and this is a
tactical issue as much as a substantive issue and maybe more, or
whether we should do it next year.

11 it is going to be reduced, i think your approach as a way of doing
it is a good one.

Senator BrabLey. Thank you very much, Mr, Nathan.
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[The prepared statement of Mr. Nathan follows:]
STATEMENT OF RICHARD P. NATHAN AND JAMES W. FosseTT?

TARGETED FISCAL ASSISTANCE

In our view the legislation hefore the Subcommittee today, together with the
extension of general revenue sharing, is likely to be the most important domestic
policy {ssue nddressed by the 96th Congress. While this legislation authorizing
emergeney fiseal assistance fo distressed localities and standby authority for
countercyclical revenue sharinz represents at hest a short-term solution for
chronie policy problenis, it is essential to preserve at least vome impetus for
urtan poliey in 1979. Our testimony focuses on Title I of the legislation hefore
the Subcommittee authorizing tarzeted fiscal assistance to distressed loenl gov-
ernments facing structural, as oppo<ed to cyclical, economic and social problemns.

Taken tozether. the hudget as enacted for 1979 and the Carter Administratiern’s
prorose:d hudget for 1950 represent a watershed for federal grants in aid, These
two budgets represent hoth a reduction in the level of support for state and local
activities and in the extent to which this funding is targeted on distressed
communities.

For distressed cities, the new Carter budget is best characterized by what is
missing. Total grants to state and local governments are projected to decline
from 26.7 percent of total state-local expenditures in 1978 to 23.6 percent in 19<0.
Non-welfare grants are projected to decline in real terms by 3.3 percent in 1979
and 6.8 percent in 1980.

While the Administration has chosen, and wisely sn, to abandon its plans for
comprehensive welfare reform in favor of a more incremental approach. no funds
are contained in the 1980 budget for this purpose. The Administration’s proposal
for national health insurance also have been postponed. Program levels for
housing assistance and rehabilitation have heen reduced below 1979 levels. The
proposed hudzets for mass transit construction and operatinz grants are helow
authorized levels, and funds for law enforcement assistance have been cut sub-
stantially. Funds for several economic development programs have heen reduced
in anticipation of the reintroduction of the Administration’s National Develop-
ment Bank, hut, as of this time the organizational form and programmatic struc-
ture of this institution are uncertain.

The Administration has also chosen not to reintroduce, and in some cases to
fund at reduced levels, the programs contained in its urhan policy submitted to
Congress last year. Calculations by the Congressional Budget Office indicate that
1079 and 1980 budget authority requested for programs initially contained in the
urban policy amount to just over $4.9 billion : as compared to initial requests for
authority totalling over 813.5 billion over the same two year period.

The bicgest urban aid reductions in actual expenditures from 1978 to fiscal year
1980 come in the programs contained in the Administration’s three-part “Eco-
nomie Stimulus Package” of 1977, which consistent of extra funds for the anti-
reces=ion fiscal assistance program (ARFA), public service employment (PSE),
and lIncal public works (LPW). As a result of Congressionul action last year
and Presidential proposals for next year, outlays under these three stimulus
programs are projocted to decline from $9.2 billion in 1978 to $2.9 billion in
1980—a reduction of better than two-thirds in two years.

The impact of the reductions wiil be most severely felt by the nation’s dis-
tressed cities.

Estimating who will lose exactly how much is difficult, but we have heen able
to construct estimates for several cities whose PSE programs we have been
studyring in some detail. Table 1 shows estimates of the losses to ten sclected
cities all of which have urban hardship conditions, resulting from the reductions
in ARF.\ and PSE programs between 1978 and 1980. To continue the services
financed by these two programs, this set of cities would have to raise their taxes
(which are already twice as high as those charged by other large cities) by an
average of 8.4 percent. Furthermore, in order to continue capital spending LPW
at the level provided by the local public works program, the third part of the
1977 stimulus package, these cities would have to ralse taxes by an average of
another percentage point to cover annual debt service payments, assuming
financing with 20-year general obligation bonds.

1 Senior fellow and research assistant, respectively, at the Brookings Institution. The
views nnd interpretations in this testimony are those of the authors and not those of
the officers, trustees, or other staff members of the Brookings Institution.
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TABLE 1.—ESTIMATED LOSSES AND TAX EFFORT EQUIVALENTS FROM REDUCTIONS IN PUBLIC SERVICE EMPLOY-
MENT AND ANTIRECESSION FISCAL ASSISTANCE FOR 10 SELECTED CITIES, 1978-80, RANKED BY TAX EFFECT

Estimated loss of

retained PSE and

i ARFA funds,
) Urban conditions 1978-803 Loss as percent
City index 1 (thoussnds) of 1377 taxes
NEWBIK. . e m e rerreemecncanueccancearene e nn e 422 $15,737 4.8
Detroit 266 37,553 11.5
Cleveland. 400 10, 069 10.5
New Orlean 340 9, 360 9.8
St. Louis 487 15,109 9.3
Chicago. 255 47,223 1.6
Philade!n 21 44,498 6.5
Baltimore 273 10,927 5.5
Boston. ... - 303 13,280 4.4
Rochester. . .o ieacicecnee 266 2,13 41

1 The urban conditions index is a 3-factor index based on 1960-75 papulation change, poverty in 1370, and the percentage
of housing in 1970 buiit prios to 1940. The index 15 stana;dized at 100, Cities above 250, as in the case of the ten selected
cities tor this testimony, can be said to face serious urban problem conditions, . i i

? Losses from 1978 to 1980 from the reductions in the simulus programs were calculated in the following fashion. Losses
from the reduction 1n ARFA funds were defined reiative to payments received during the 4th through the 7th payment
periods (Arr. 1, 1977-Apr. 1, 1978), which were the 4th a7 gest payments. For all cities except Newark, 1978 PSE receipls
were calculated from Brookings field research reports by annualizing expenditures based on the number cf PSE slots on
city government payrolls in December, 1977, A similar procedure was followed for Newark based on quarterly progress
reports filed with the Department of Labor, . .

The figures for PSE receipts in 1380 we:e constructed on the assumption that each city would receive the same share
of the fiscal 1980 aflocation 8s of the 1979 atlocation for each of the 2 new PSE Uitles. Statutorily mandated training expendi-
tures were sudtracted from the resuiting allocations. It was then assumed that each city would retain on its own payroit
the same fraction of 11-D and Y1 special projects funds under the new law as 1t did unde; ile VI for project slots under the
PSE stimulus program and the same fraction of title V1 funds under the new act as it did of siots aliocated under the titles
11 and VI sustainment portions of the 1377 act. The net effect of these calculations is probably to overstate the fosses
accruing to these cities, Since we are unable to take into account shifts in the various factors used to calcutate their formula
aliocations between 1979 and 1980, and there are new faclors which could cause even higher losses for the 10 selected
cities. We wish lo acknowledge research assistance from Claire C. Osborn in assembling these hgures and much usefut
advice from Jil Ehrenreich and Janet Galchick of the staff of the Brooxings PSE project in developing the data,

Source: Brookings field research reports on the public service employment program, quarterly progress reports, and
Office of Revenue ghannl “‘Antirecession Fiscal Assistance to State and Local Governments, Quarters 4-6" and *‘Anti-
recession Payment Summary, Quarter 7.

The impact of these reductions will be further intensified if current forecasts
of a recession in lat 1979 or early 1950 are correct. As the last recession demon-
strated, the economies of older cities are particularly sensitive to economic
downturns. Things get worse faster and better slower than elsewhere, since the
manufacturing stock in older cities is taken out of production first in a rece<sion
and brought back up last when conditions improve. If the forecasts of a recession
later this year or next are borne out. the most distressed cities will be faced
simultaneously with a major loss of federal revenue and a slowdown in their
local ccunomies, The cousequences of this double whammy are potentially grave.
The harder pressed cities have heavily concentrated PSE and ARFA funds in
basic services such as police and fire protection, parks and sanitation. If both
recession and rcduction materialize, they would either have to absorb cuts in
these services of fairly substantial propertions or increase taxes, by as much as
14 percent in the case of Newark, to continue activities currently supported by
federal funds.

The first signs of this dilemma have already begun to appear—Newark. De-
troit. and Philadelphia, among others, have been compelled to lay off employees
whose salaries were paid with ARFA funds. While the impact may be less
severe and come later in other hard pressed cities, it will be sizable nonetheless.
Ironically, the effects of the cuts in the stitnulus programs designed to help us
get out of the last recession now appear likely to occur just as the next recession
pokes its head up on the economic horizon.

What should be done? The answer to this question requires that one look at
the history of federal grants-in-aid. The rcajor trend in the distribution of federal
grants over the past decade has been the spreading of grants to large numbers of
smaller and economically healthy communities. Among big citles, the most siz-
able gainers in the increased federal largesse of the last decade have not been
the older, declining cities of the Northeast, but rather the newer spread cities of
the Sunbelt. Federal grants to cities, once limited to small amounts in a small
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number of cities, are now big ticket items in the budgets of all citles. Prgllmlnar,v
figures from case studies we are conducting in several large cities indicate that
federal payments to the city of Tulsa, for example, increased from $8 millfon in
1972 to 237 million in 1978—an increase of over 300 percent. The compa_t:able
increase for Houston was even more dramatic—from $28.8 million in 1973 to
€210 million in 1978.%

In view of this history and the economic exigenclies of 1979, we can no longer
afford to treat federal grants iike the tides and raise all the ships each time a
new program is enacted. Given the limited resources available, we need to con-
centrate for the moment on the leaky vessels—cities which are losing popula-
tion and jobs. have large concentrations of the poor and disadvantaged and
serinusly limited local resources. The fluportant concept for urban aid in this
period ought to be targeting—that is, focusing federal assistance on the most
distressed commmunities. In short, budget tightenine and erant targeting go
tozether.

Bringing this< idea of targeting to the fore in public debate will not be an easy
political task. But unless there is a fair amount of public education as to where
we are in our federalism and our federal grants policy. then the pattern of the
future is likely to he like the pattern of the past. If there is agreement that we
cannot afford new and expensive programs in 1979 and 1980, then a failure to
agree on the need for targeting of at least a few modest initiatives could mean
noinitiatives at all on the domestic scene.

In this context. the bill before your Subcommittee for Targeted Fiscal Assist-
ance is of great importance. We have developed new data for the Subcominittee
which shows the effects of various levels of emergency fiscal assistance on the
ten cities discussed earlier and included in table 1.

As a first point, it needs to be recalled that the Administration’s original urban
I'olicy statement sent to the Congress March 27. 1978 proposed a permanent
assistance program for structurally distressed localities (called the Supple-
mentary Fiscal Assistance program. SUFA) starting out at a level of §1 billion
for hoth 1970 and 1080. This is four times the amount now proposed for Title 1
of the hill hefore your Subcommittee for 1979 and over six times the amount
proposed for 1980, again reflecting the significant scaling down of the Adwminis-
tration’s commitment to urban needs in the 1980 budget.

We have used four alternative funding levels in preparing data for thls testi-
meny to show the effect of different policy options on our ten selected cities. The
four alternative levels of emergency fiscal assistance used here are :

1. TF4.—The Administration’s 1080 budget proposal of £150 million. (8230
million is propo<ed for 1979),

2. Committce—This alternate level is $£340 million as considered by the Com-
mittee for budgetary actions related to this legistation.

3. Intcrmedinte~The intermediate level of funding used is $500 million per
year.

4. Urban policy.—The fourth assumption, following the Adminitration's 1978

SUF A proposal. is &1 billion as discussed above.
In each case we have distributed the amounts involved on the hasis of the formula
system contained in the Administration's new proposal for Targeted Fiscal
Ascistance for 1979 and 1980. We present the data in the form of replacement
ratios for the ten selected cities—that is, the percentage of losses of 1978 ARFA
and PSE funding levels that would he restored with each of the four alternate
funding assumptions.

Table 2 shows the percentage of ARFA funds only that would be restored
under each of the four funding assumptions. (The base for this analysis is
ARFA payments to the ten selected cities from April 1977 to April 1978.) The
figures are shown both in 1980 dollars and adjusted for inflation, that Is, taking
into acecount price level changes from 1978 to 1980,

According to this analysis, only the “Urban Policy” level restores what went
befpre. It results in 2 modest increase of 19 percent in real terms of targeted
assistance to replace the peak level of ARFA for the ten selected clties.

In other words, with any of the other three alternative assumptions, there is
less targeting for these cities in 1980 than there was in 1978.

¥ Twelve casge studies, using a uniform analytical format, are presently in process on the
cumulative and overall effect of federal grants-in-ald In 1978. The ciiies being studied
are: Boston. Chicago, Cleveland. Houston, Los Angeles, New Orleans, New York, Phoenix
Rochester, St. Louls. 8an Francisco, and Tulsa. See Case Studies of the Impact of Federa
Grants In Large Cittes 1n 1878, trapscript of working conference proceedin prepared
s o, Ent e b b g A B

. rookings Institution, Washington, D.C., Feb. 1978. A s

of the findings of the Tulsa case study Is now available ’ nmmary
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TABLE 2.—REPLACEMENT RATIOS FOR ALTERNATE LEVELS OF EMERGENCY FISCAL ASSISTAXCE, 10 SELECTED
CITIES IN 1980

Alternative funding fevels
TFA Comsmittee Intermediate  Urban policy

Projected receipts under different assumptions, 1380

(housands) . .. ... iaiiiaiieo.os $26, 830 $59, 789 $87,935 $175, 868
Replacement percentage ratios (ARFA losses onty):

1980dollars. . ... oo cceenieea—.n- 22 49 T4 "5

Adpusted forinflationt . ... ... iieeiaee 18 40 59 11

i Adjustment based on administrative estimates of GNP deflator for 4th quarter of 1980 relative to 4th quarter of 1977

Source: Calculations from table 1 and allocation of 1930 funding | evels based on 1979 shares ol targeted fiscal assistance
sing U.S. Traasury Department figures.

AS a next step, we have also taken into account estimated PSE losses for
the ten selected cities—losses which flow from the reduction in funding for this
program. Table 3 shows the results of this analysis with the same four alterna-
tive funding levels for emergency fiscal assistance. None of the four alternative
levels restores the combined losses from the 1978 levels of ARFA and PSE.
Remember, this does not include any public works losses. [The Administration's
urban program contained $1 billion for each of three years for what the Admin-
istration called “Labor-Intensive Public Works (LIPW)” of short-term projects
concentrated in distressed communities. Tegistation to implement this proposal
was transmitted to the Congress May 25, 1978.]

TABLE 3.—REPLACEMENT RATIOS FOR ARFA AND PSE LOSSES FOR ALTERNATE LEVELS OF EMERGENCY FISCAL
ASSISTANCE, 10 SELECTED CITIES IN 1980

Alternative funding fevels
TFA Committee Intermediate  Urban policy

Replacement percentage ratios (ARFA and PSE ) .
1380 dollars 13 pe) 2 "WEFT 8
Adjusted for inflation . _ 1 24 25 Yy 69

Source: Cakculations from table 1 and allocation of 1980 funding levels based on 1979 shares of targeted fiscal assistance
using U.S, Treasury Department figures,

We have 2lso developed data which show the replacement ratios for individual
cities. Table 4 shows the percentage of ARFA losses only that would be restored
under the two polar alternative funding levels—TFA at $150 million and the
“"Urban Policy” level of $1 billion. These replacement ratios, it must be remem-
bered, would be lower if we also took into account the losses of PSE and local
pul'lic works funding. The figures in table 4 are in real terms—that is, a ijusted
for inflation, For Newark, for example, the TFA level would restore 14 percent
of ARFA losses In real terms; the $1 billlon level would come close to restoring
all of the ARFA losses, again remembering that PSE and LPW losses are not
included in these calculations.

TARLE 4.—REPLACEMENT RATIOS FOR ARFA LOSSES FOR ALTERNATE LEVELS OF 1980 EMERGENCY FISCAL
ASSISTANCE FOR 10 SELECTED CITIES, RATIOS ADJUSTED FOR INFLATION

Alternative funding levels

City TFA. Urban policy
Baitimore 16 104
Boston_. . 21 140
Chicago. k)
Cleveland. 12 8
Oetroit. ... 17 112
Newark. .. 14 96
New Orleans. 12 82
Philadelphia. . R 15 101

ochester. . 1 76
£ R 12 79

Source : Calculations from table 1 and sliocation of 1380 funding levels based on 1979 shases of targeted fiscal assistance
using U.S. Treasury Department figures.
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We would offer several poiats by way of conclusion. The most important con-
clusion, at least to us, of th's testimony is the appropriateness in 1979 of the
targeting idea as a major theme of domestic policy. Two reasons lead us to this
conclusion: (1) that urban needs in the nation are concentrated in older, declin-
ing localities with high proportions of disadvantaged persons both in the Frost-
belt and the Sunbelt) ; and (2) that the dominant trend of federal grants policy
over the last 15 years has been to 8pread urban aid, such that a shift at the
margin now to a more targeted approach is again by no means a radical proposal.

The legislation before your Subcommittee, to reiterate, deals with both cyclical
and structural conditions. When the economy is in a serious decline, aid would
be provided under Title II to many communities affected by such a downturn.
This “safety net” approach for all localities, combined with emergency aid for
structurally distressed communities, at least in our view, reflects & correct inter-
pretation of present conditions.

But there will be more to this story. The General Revenue Sharing program
must also he seen as part of this picture. When it expires next year, it would
be appropriate to consider permanent (as opposed to temporary) programs for
structural and countercyclical urban policy purposes as part of an omnibus
revenue sharing act. The general revenue sharing program now distributes ap-
proximately $7 billlon per year to nearly 88,000 units of state and local govern-
ment, An omnfibus fiscal assistance approach could include three titles. One might
he the extension of the basic program. A second could be a targeted “‘add-on”
to revenne sharing along the lines of TFA, but with formula revisions to com-
pensate for the heavy reliance on unemployment data in the emergency TFA
legislation proposed for this year. A third part of such an omnihus bill could be
the emergency or countercyclical revenue sharing title that would come into play
automatically in a recession, hence avolding the 18- month delay that occurred in
providing such ald in the last recession.

Senator Brabrey. The next witness is Hon. James Conway. the
mayor of St. Louis who is the chairman of the committee on finance.
administration and intergovernmental relations, National Teague of
Cities. .

In order to hear all the testimony, we are going to have to limit
questioning of witnesses. T would hope the witnesses would be willing

to submit any answers to questions in writing in the interest of time.

STATEMENT OF HON. JAMES CONWAY, MAYOR OF ST. LOUIS, MO,
CHAIRMAN, COMMITTEE ON FINANCE, ADMINISTRATION AND
INTERGOVERNMENTAL RELATIONS, NATIONAL LEAGUE OF
CITIES

Mayor Coxnway. Mr. Chairman and members of the committee. my
name is Jim Conwayv and I am the mayor of the city of St. Lonis. T am
here hefore vou today representing the National League of Cities and
its 15,000 direct and indirect member cities. As the chairman men-
tioned, T am also the chairman of the National Teague of Cities
Finance, Administration and Intergovernmental Relations Policy
Committee.

We certainly appreciate this opnortunity to testifv on Senate bill
S. 200, the Intergovernmental Antirecession and Supplementary Fis-
cal Ascistance Amendments of 1979 and alco on S. 568,

e thank vou. Mr. Chairman, for moving verv quickly to hold these
hearings within davs after receiving the administration’s proposal.

Tet me say at the outset that it is not my intention nor that of the
National Teacue of Cities to state that we support one bill over the
other. Both bills would meet the needs of manv cities.

Instead. we think it wonld be more constructive to highlight im-
portant features of both bills and indicate where we think reasonable
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compromises can be made. Let me say also that it is important that
the administration and five members of the Senate have proposed
legislation providing special fiscal assistance to local governments
recognizing the needrior continuation of this important program.

When the antirecession fiscal assistance program ended a%;?xptly last
September 30, it caught many local governments totally unprepared.
As you know, few local governments have converted to the Federal
fiscal year; most. still operate on the traditional July—June fiscal year
basis. That meant that budgets for the current fiscal year had long
been finalized when anti-recession assistance was precipitously
terminated.

Consequently, many budgets contained funds for activities that could
not be carried on.

The loss of these funds has caused substantial hardship to many
cities. In my own city of St. Louis, we experienced about & $3.5 million
shortfall, Fortunately for us, we had budgeted at the beginninz of
our fiscal year, $2.4 million of moneys for emergency contingencies
and when we got the news, we immediately made that money available
to make up the shortfall. We also instituted a hiring freeze earlier this
vear and have made no supplementary appropriations in the entire
?scall year in the city of St. Louis to compensate for the loss of these

unds.

In our city and all cities in the State of Missouri, it is illegal to
budget with a deficit. Yet, we may still, before our fiscal year is over,
have to make some additional cuts in services.

Tn Philadelphia, they have had to lay off over 1,200 people. The loss
of 88 million from this program and other financial troubles have
caused the city of New Orleans to adopt several new service charge
taxes.

I am told by the mayor of Oakland. Calif. that his city is projecting
a $7 to 810 million deficit for 1980, partially due to the loss of anti-
recession funds,

The city has no choice but to reduce services in the areas of police
and fire protection, among many other services.

Such problems are not limited to the large cities of the Nation,
cither. Pontiae, Mich., for example, with a population of over 80,000,
has laid off 13 police officers, failed to replace retiring fire fighters,
closed a fire station and laid off employees to compensate for a loss of
$1.8 million in assistance.

The budget for York, Pa., 8 community of approximately 48,000,
has had to be reduced to a level below that for fiscal year 1978 neces-
sitating a significant cut back in personnel including police officers and
fire fighters,

Let me turn to several specific provisions of the two bills, In this
respect, it is easier to look at the bills in two parts.

One part of cither bill would provide immediate assistance to local
governments, When national unemployment is at least 5 percent but
below 6 percent. such as at present, S. 200 would provide aid to local
governments with unemplovment rates of at least 6 percent. About
10.000 communities would receive aid but only if the formula provides
at least $400 annually.

The administration bill would provide aid to communities with at
least 6.5 percent unemployment regardless of the national unemploy-
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ment rate. About 1,200 communities would benefit but only if the
formula provides at least $20,000 annually.

In addition, both bills contain provisions that would institute a
program of standby assistance in the event the economy takes a turn
for the worse, )

When unemployment is 6 percent or more for two consecutive
quarters, S. 200 would again provide aid to cities with 6 percent or
greater uneniployment, ) .

The administration bill would provide aid only if national unem-
ployment reached 6.5 percent in a })articu]ar quarter; in this standby
program, the eligibility trigger for States and local communities
would be 5 percent. Again, there would be a $5,000 minimum quarterly
payment, L. . L

With respect to the provisions that provide immmediate aid in these
bills. both would provide aid that is needed and both would go into
effect immediately. The real issue is one of the availibility of budget
resources and how widely those resources should be disbursed.

S. 200 would provide for spending of $340 million in fiscal 1979 and
the administration bill would provide spending of $250 million.

Whatever funding level is agreed to by the committee and, hope-
fully, the Congress, will in large part dictate decisions on the appro-
priate unemployment rate trigger and minimum payment provisions.
Whatever the committee’s decision, we recommend that amount be
authorized for both fiscal 1979 and 1980.

With respect to the standby program provisions we believe that in
these times of budget restraint a national unemployment rate trigger
of 6.5 percent would he more appropriate.

Such a rate would most likely gain a substantially greater degree of
agreement among those parties involved in the legislative process as
to the need for the assistance to be provided.

The major difference between the two bills on the standby program
involves the local unemployment trigger. S. 200 provides for a 6 per-
cent local trigger: the administration bill for a 5 percent trigger with
a $5,000 minimum quarterly payment.

Again, the decision rests on such matters as the likely severity and
extent of the economic downturn that cities may experience later this
year or next and the budget resources that will be available.

Both bills would help thousands of cities, although S. 200 would
provide more funds for cities with higher unemployment rates. While
the administration bill has a Jower local trigger, its minimum pay-
ment provision of $5,000 would screen out many ecommunities and pro-
vide a more meaningful level of assistance.

In general, we believe that the 5 percent local trigger in the admin-
istration bill as opposed to the 8 percent in S. 200, may be too low and
may require revision. perhaps to 5.5 or 6 percent.

One final provision deserves comment. The administration bill pro-
vides that no jurisdiction may receive funds if it has & per capita
median income in excess of 150 percent of the national average. This

rovision serves to screen out many wealthy communities. It should
e retained in order to maintain the integrity and credibility of the

program.
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In closing, I would like to reiterate the need for carly action on this
program so that cities can make use of the funds in what remains of
thewr fiscal years and so that they can avert any further financial
hardships.

In addition, we think it important and wise for the Federal Gov-
ernment to have in place a program of standby fiscal assistance that
will be triggered automatically should unemployment grow higher
rather than being caught with no program in a time of need.

Mr. Chairman, I would like to relate to you some experience with
local public works in our own conununity both from a standpoint of
round 1 and round 2.

I might first add the Department of Commerce, I think, did an
absolutely excellent job in moving the funds to the local communities
as quickly as they possibly could.

By the time we go through all the engineering and so forth and
getting the money ready to place it into the marketplace, often times
we are already at the tail end of the recession. We have a tendency to
exacerbate the problem.

What I am suggesting is that we ought to have some sort of vehicle
so that we could walk over to the wall and press the button whenever
we are coming into & recession or in the case of local public works, we
can tell the cities or other political subdivisions to pull those plans that
alre already developed off the shelf, dust them off and get rolling with
them.

Mr. Chairman, that concludes my testimony. I would be happy to
respond to any or all questions that were directed to the prior
witnesses.

Senator Braorey. Thank you very much, Mayor Conway, for your
testimony.

Senator Durenberger?

Senator DureNBERGER. I have no questions,

Senator BrabLEY. Senator Danforth ?

Senator DaxrortH. What is the present unemployment rate in the
city of St. Louis?

Mayor Coxway. Senator, presently it is just over 9 percent.

Senator Daxrorru. What has happened to the population of the
city of St. Louis over the last couple of decades?

Mayor Coxway. Since 1950, which was the highest population count
for the city of St. Louis at 875,000, we have continued to decrease to
a point where we are right at 500,000.

Senator Daxrorrir. The theory of targeted revenue sharing, revenue
sharing targeted to areas of high unemployment is this; when the un-
employment rate inereases in a community, when it exceeds whatever
the trigger is, 6 or 6.5 percent, the tax base of that community becomes
croded and when the tax base is eroded it is more difficult for the com-
munity affected to raise the funds necessary to keep its operations
going internally and therefore it needs help from outside.

Do you think that is a good theory ?

. Mayor Coxway. Absolutely, Senator. Two of our major sources of
Income in the city of St. Louis are sales taxes and a gross earnings tax.
There is a very direct relationship to the incidence of people who are
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employed. I can tell you that I hope next year I do not have to draw
a nickel of intergovernmental fiscal assistance. I much prefer that than
to be a beneficiary.

. Slen?ator DaxrortH. The city of St. Louis is not now on easy street,
right

Mayor Coxway. We make the most distressed list every time one
is put out.

Senator DaxrortH. I think I heard what you said about the amount
that you would be receiving in 1979 and 1980 but I am not sure I
caught what you said. Under the administration’s bill, the amount
m::l!]i_lable in 1979 would be $250 million and in 1980, it would be $150
million,

Mayor Conway. That is correct.

Senator DaxrorTit. Do you think that sort of phasing out of the
amount available is sensible?

Mayvor CoNway. Senator, I do not. I do not agree with the admin-
istration’s posture on that. I believe this is a program that is directed
at a specias)kind of need, and T think it ought to be fine tuned as we
hn]v_e lmore and more experience with it, but it should be a permanent
vehiele,

Senator DanrorTH. There is no doubt in your mind that the need
that vou feel for these funds will not disappear over the next year?

Mayvor CoNway. Not over the next year, Senator. I do see a lot of
excitement in the Nation’s older cities presently, but it is going to take
a decade before they finally turn things around.

Senator DanrorTH. I think that is a very good statement. St. Louis,
as a matter of fact, is exciting. St. Louis has a lot going for it, under
your leadership and the leadership of those who preceded you and
under what has to be called excellent community leadership in gen-
eral. If vou just drive through St. Louis and look at the city, the
changes that have occurred over the last decade are really remarkable.

The fact of the matter is you still have a 9 percent unemployment
rate. You still have, as I understand it, a very difficult time raising
enough money out of your local tax base to take care of basic com-
munity services, That is the reason you feel this program is worthwhile,
as I understand it.

Mayor Coxway. Senator, not only for that basis for the city of
St. Louis, but for the Nation’s cities, too.

Senator Daxrorti. What about Crystal City?

Mayor Coxway. I might add, Senator, I met with the mayor of
Crystal City Wednesday. What is probably not known to vou, he ap-
parently was the chairman’s little league baseball coach some years
ago,

Senator DanrorTH. His team abandoned him somewhere.

Mayor Coxway. You can take someone out of Missouri but you
do not take the Missouri out of the man.

Senator Braprey. I think someone beat you to that slogan with
another noun. Thank you very much, Mayor Conway.

The next witness is James Howell, senior vice president of the
First National Bank of Boston. He is accompanied by Prof. George
Brown of the Boston College Law School.
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STATEMENT OF JAMES HOWELL, SENIOR VICE PRESIDENT, THE
FIRST NATIONAL BANK OF BOSTON, ACCOMPANIED BY PROF.
GEORGE D. BROWN, BOSTON COLLEGE LAW SCHOOL

Mr. Howrrr, Mr, Chairman and members of the subcommittee, 1
am mindful of the time and I will be brief. I would like to request
that my complete statement be inserted into the record, and I can
summarize it briefly for the committee.

Senator Brabrey. Your statement will be inserted into the record.

Mr. ITowern. I am James M. Howell, senior vice president and
chief economist of the First National Bank of Boston, and my col-
league is Prof. George Brown from Boston College Law School, who
is a consultant to the bank on intergovernmental relations.

I am pleased to participate in these hearings on S. 200, the admin-
istration proposal and the general concept of Federal assistance to
distressed urban areas,

My participation reflects the fact that the First National Bank of
Boston has a strong interest in the fiscal and economic health of eities.
Indeed. our bank is actively involved in the Nation’s tax-exempt secu-
rities market.

At this writing, our holdings of tax-exempt bonds amount to ap-
proximately $250 million and are expected to increase to $750 million
in the next several years.

We have, admittedly, a particular interest in older areas in the
Northeast. However, I will emphasize in my testimony today that
the problem addressed by S. 200 is a national problem, not simply a
rerional one,

These hearings are particularly timely because the Federal grant-in-
ald svstem has come under increasing serutiny and because national
policvmakers are attempting to determine the proper role of grants
in what might be termed an “affordable urban policy.”

For many years, the steady growth in Federal assistance to State
and local governments was taken for granted. That is not true today;
matters have indeed changed. First, as vou are well aware, in Sep-
tember 1978, we actually saw the expiration of a major grant Fpro-
gram. I refer specifically to antirecession fiscal assistance (ARFA).
The fact that a $1 billion program died without being continued in
an altered form or combined with other programs was contrary to
past experience and is a dramatic refutation of one of the principal
tenets of academie literature and. I might add. political life, that
grant. programs once enacted. never die, because they build an ongoing
constitueney with a vested interest in their survival.

The second significant event was the submission of the President’s
budget. which contained virtual level funding to localities.

Given this radical shift in intergovernmental fiscal relations, it
seems likely that any grant program will have to sustain a substantial
hurden of justification before it is enacted or renewed. I do believe
that the legislation hefore you today meets that burden.

Tho National Government has a clear stake in the fiscal well-being
of cities, Cities perform an important social and economic function.
When Congress acts to improve the fiscal conditions of cities, it is
-not simply dealing with an abstraction, for example, governments of
a number of cities, but with people that live in them. -

45-084—79——8
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Obviously, cities differ in many ways. For the purposes of these
hearings, I would like to discuss the differences in fiscal conditions
which American cities exhibit and how these relate to the legislation
before this committee, )

The First National Bank of Boston in partnership with the ac-
counting firm of Touche Ross & Co., recently completed an indepth
analysis of fiscal stress across 66 cities. Our methodology emphasized
the use of fiscal indicators to measure municipal fiscal performance.

I would like to also point out that our research went well beyond the
standard method of using only the readily available socioeconomic
indicators.

The 66 cities study clearly shows that older industrially aged cities
are most likely to be stressed. The industrial dynamics of the aging

rocess follow a generally consistent pattern. The fall off of private
Investment that characterizes the process of industrial aging will in
time lead to a decline in the revenue base and subsequently induce
severe pressure on the city’s revenue raising capability.

A new definition of “fiscal stress” emerged from t{nis study. A city
can be considered fiscally stressed if its tax, debt, and expense rates are
significantly above those of cities with similar economic capacity.

Some details of our analysis will be helpful at this point. Analyzing
the changes in population and manufacturing employment, we identi-
fied 9 of the 66 cities in our study as “old industrialized” and 13 as
“industrially maturing.” The remaining were classified as “young in-
dustrial growth.”

Although the economic phenomenon of municipal industrial aging
is well established, the specific impacts of city aging on financial per-
formance are not.

When we compared the key fiscal indicators for cities in the three
different growth stages, our results indicated that cities go through a
distinet financial process accompanying industrial aging: taxes rise;
c“n"((illlt operating expenses rise ; and the municipal workforce increases
rapidly.

%)Ve also saw that intergovernmental transfer revenue from State
and Federal sonrces tends to stabilize as cities age. This alone is a most
disquieting finding and T urge this committee to give just weight to it
as yon deliberate on the legislation before you.

What is so important to us today is that the 22 cities in the first
two categories—the maturing and old industrial cities—are shown as
most likely to be fiscally stressed. The root cause appears to be stag-
nation in the local economy. The 22 cities are scattered throughout the
United States. Eleven are in the Northeastern States; four are in the
Midwestern States; four are in the South and three are in the West.

Let me elaborate briefly on another data point that substantiates the
line of reasoning that municipal financial problems are national in
their scope ; namely, municipal bond displacement,

In terms of municipal bond sales during periods of a cyclical down-
turn, it is informative to look backward to the experience during the
1974-75 recession,

During a relatively short period between April 1, 1975, and October
14, 1975, there were 106 State and municipal new issues—totaling $1.2
billion—that were disg‘laced from the market for reasons other than
impending litigation, This deterioration in municipal credit quality is
of great concern to us in the banking community. '
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I do, however, have another reason for discussing the issue of mar-
ket dis%)lacements; namely, that contrary to popular belief they are not
spatially concentrated in the Northern States. The regional distribu-
tion of the 106 displacements is as follows:

The Northeast had 27 displacements; the South 26; the Midwest 24;
the Southwest, 12; the West, 10 and the High Plains, 7.

These figures are highly significant, Mr. Chairman, because they in-
dicate strongly that the potential for urban fiscal stress is a problem
nationwide in scope and not a unique feature of one particular region.

Returning to the focal point of this morning’s discussion, we must
ask: is a general purpose fiscal assistance program an approprinte
means for helping stressed cities?

Apart from such a program’s justification on social equity grounds,
it must be recognized that severe financial problems in only a few cities
could have severe repercussions on the entire municipal bond market,
an economic result which is undesircable from both a private and a pub-
lic sector viewpoint., The bills before this committee today can help
head off this result.

The principal problem lies in identifying those cities which are,
in fact, experiencing fiscal stress. This is but one example of the fre-
«(]‘uent]y discussed problem of “targeting” grant funds to those juris-

ictions with the greatest degree of the need which Congress wished
to meet in enacting a particular grant program. Targeting may be an
overused word, but it is an essential component of any grant statute.

The Congressional Budget Office has recommende cifassifying needs
as social. economic, or fiscal. It would seem obvious that a fiscal assist-
ance program would use fiscal variables as the basis for distributing
funds. However, few such variables are available on an accurate, dis-
aggregated basis for large numbers of communities. .

Many analysts and policymakers have used socioceconomic variables
as li)rloxy variables for fiscal variables, but this approach is not without

problems,

: I believe that research such as that embodied in our 66 cities
study can lead in time to the development of an appropriate set of fi-
nancial variables for use in the distribution formulas.

Therefore those who support the concept of targeted fiscal assistance
and who believe that such a program must be enacted quickly have to
work with the currently available formula variables. This is true be-
cause of the time lag involved in developing the appropriate financial
variables.

Both bills before you use, essentially, the distribution mechanism of
the previous ARFA grogram; an unemployment variable multipled
by general revenue sharing (GRS) entitlement. The use of general
revenue sharing does introduce one financial variables, tax effort. The
use of the unemployment rate poses groblems; in the long run, we can
develop better measures of fiscal need.

For the moment, however, I believe that some version of the proposed

fg)tgmula is acceptable as a second best alternative to helping stressed
cities. - -
The proposals before you are relatively modest—$250 million and
$190. million are the first year figures for the two bills. Obviously,
strict eligibility requirements will be necessary if the funds are to be
of meaningful size to the recipients.



80

The administration bill. for example, uses several limitation devices.
Local governments must have unemployment rat s over 6.5 percent,
must have an entitlement of at least $20,000 and cannot have per capita
income in excess of 150 percent of the national average.

Without necessarily endorsing them, I note that these limitations
seem cffective in channeling a relatively small amount of funds to
needy large governments. To illustrate this point, consider the fact
that a $250 million program is less than 4 percent of the size of General
Revenue Sharing, which is $6.85 billion. According to administration
estimates, pavments under its bill would equal 12.5 percent of General
Revenue S}mri ng payments to Boston, 14.5 percent of General Revenue
Sharing payments to Baltimore, and 28 percent of the General Revenue
Sharing payments to Newark.

On the other hand, Hartford and Worcester apparently receive
nothing at all under the administration’s program. This result is par-
ticularly disturbing because our 66 cities study indicates that both ef
these communities appear to be experiencing fiscal stress, T note that
both Hartford and Worcester do receive funds under the Danforth
formula,

"The point to keep in mind is that any formula using the unemploy-
ment variable requires particularly careful design in order to make
the distribution pattern as rational as possible.

Obviously the formula decisions are difficult. Rather than search
for the perfect formula at this time, it may well be important to reach
agrecment on an adequate formula for quick enactment of this pro-
gvam, After all, it is widely believed that a 1979-80 national recession
1s imminent. Under hoth bills. the program iz limited to 2 vears. The
renewal of General Revenue Sharing will give this committee—and
the Congress as a whole—ample opportunity to consider formula issues
in general.

T believe the research and conclusions in our 68 cities study can help
in this effort and I look forward to working with you on those issues.

I might conclude my testimony at this point in deference to the time,
Mr, Chairman.

Senator BrapLey. Thank you very much, Mr, Howell.

Senator Durenberger?

Senator DurexerrGER. Thank you. I want to compliment the witness
and I look forward to getting a copy of the 66 cities study.

The two points I think are worth considering even though every-
body is pointing out that we do not have much time to pass it and we
should pass it the way it is, one is the fact that looking at entitlements
or cligibility requirements, it might be appropriate to consider a top
as a percentage relating to general revenue sharing.

_The other is injecting into our thinking in addition to what Senator
Danforth suggested in his comments to the mayor of St. Louis, this
whole issue of municipal financial matters.

. I think any time we start restricting the amount of money, target-
ing it at the biggest and the oldest cities, it is very apyropriate to ad-
dress the issue of municipal financial management. We probably can-
not do it with this but we should be doing it with other related pro-
grams and particularly with regard to providing some kind of an in-
centive to those of those big older cities who are struck with high
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pension costs, with older public employce unions dominated payrolls
and things like that.

Those that are willing to bite the bullet and I do not know if New
Orleans is an appropriate example or not but it is # current example,
those who are willing to bite some of the bullet on financial manage-
ment ought to find some way to be rewarded.

I thank the witness for the presentation.

Mr. Howrrr. Yes, sir, In tile conelusion of my testimony I describe
a workable program for detecting and alleviating fiscal stress. I call
Your attention to that discussion 1n the context of municipal financial
management, Our 66 cities study report does show that municipal
management can make the difference at the local level, That is true
in an older city just as in a younger city and the two best examples
I can think of are Trenton and Pittsburgh, where management cer-
tainly has had positive results.

Senator Brabrey. Senator Danforth?

Senator Daxrortir. No questions.

Senator BrabLey. Thank you very much. Mr. Howell.

Mr. HowrLr. Professor Brown would like to make one brief com-
ment if he may, please.

Mr. Browx, You discussed with Secretary Blumenthal the size of
the pot under S. 200 and where additional funds—beyond the $250
million authorized in the legislation—could be found. If it is true that
the National Development Bank is no longer a viable alternative, at
least for the current year, I think in over $500 million in grants to
State and local governments which appear in the Presidents fiseal 1980
budget as part of the National Development Bank would Le available.
You might be able to draw on that amount to increase the S. 200 pot
at levels which this committee considers to be prudent and desirable.

Senator Brabrey. Thank you very much. You have been brief and
have made a very significant contribution.

[The prepared statement of Dr, Howell follows:]

STATEMENT OF DR. JAMES M. HoweLr, SENIOR VICE PRESIDENT AND CHIEF
EcoNoMIsT, THE FIRST NATIONAL BANK OF BosSTON, AND PROF. GEORGE D.
BrowN, BosToN COLLEGE LAw SCHOOL

Mr., Chairman, members of the subcommittee, I am Dr. James M. Howell,
senfor vice president and chief economist of the Frst National Bank of Boston.
With me is Prof. George D. Brown of Boston College Law School, a consultant
to the bank on intergovernmental relations. I am pleased to participate in these
hearings on 8. 200, the administration proposal, and the general concept of
Federal assistance to distressed urban areas. My participation reflects the fact
that the First National Bank of Boston has a strong interest in the fiscal year
economic health of cities. Indeed, our bank is actively involved in the Nation’s
tax exempt securities market. At this writing, our holdings of tax-exempt bonds
amount to $250 million and are expected to increase to $750 million in the next
several years. We have, admittedly, a particular interest in the older urban
areas of the Northeast. However, as I shall emphasize later in my testimony, the
problem which is addressed in the legislation before you is a national problem,
not simply a regional one.

These hearings are particularly timely because of the fact that the Federal
grant-in-aid system has come under increasing serutiny, and Lecause national
policymakers are attempting to determine the proper role of grants in what might
Le termed an “Affordable Urban Policy.” For many years the steady growth in
Federal assistance to State and local governments was taken as a glven by all
concerned. Grant programs experienced an average annual dollar increase of 16
percent between 1985 and 1978. The number of programs rose dramatically as
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well. According to the Advisory Committee on Intergovernmental Relations
there were 492 categorical grant programs in existence on January 1, 1978, This
astonishing number represented an increase of 50 grant programs over the
number found in 1975!

Things have changed, however. For State and local grantees the haleyon days
of the 1960's and 1970's are over, probably forever. Two recent events fllustrate
this phenomenon. In September of 1978 we actually saw the expliration of a
major grant program. I refer of course to Anti-Recessionary Fiseal Assistance
(ARFA), The fact that a billion dollar program died without being continued
in altered form or combined with other programs was contrary to past experience
and a dramatie refutation of one of the principal tenets of academic literature
and—TI might add—political life: that grant programs once cnacted never die
beeaiuse1 they build an ongoing constituency with a vested interest in their
survival,

The second significant event was the snbmission of the President's Budcet,
which contained virtual “level funding” for assistance to states and localities.
According to OMB, grant outlays are estimated at 282.9 billlon in 1980, only a
slight increase over the 1979 estimate of $82.1 billion. If General Revenue Shar-
ing is not renewed we will almost certainly see in 1981 a drop in the current
ggllnr level of Federal grants-—a startling reversal of the trends of the last

years.

Given this radical shift in intergovernmental fiscal relations, it seems likely
that any grant program will have to sustain a substantial burden of justification
before it is enacted or renewed. I do believe, however, that the legislation before
You today meets this burden.

The national government has a clear stake in the fiscal well being of cities.
Cities perform vital economic and social functions. When Congress acts to im-
prove the fiscal conditions of cities it is not simply dealing with an abstraction—
the zovernments of X number of cities—hut with the people who live in them.

Obviously, citles differ in may ways. For the purposes of these hearings, I
would like to discuss the differences in fiscal conditions which American cities
exhibit and how these relate to the legislation before this Committee. The First
National Bank of Boston and the accounting firm of Touche Ross and Company
recently completed an in-dept comparative fiscal analysis of 66 U.S. clities.! Onr
methodology emphasized the use of financial indicators to measure municipal
fiscal condition.

I would like to point out that our research went well heyond the standard
methed of using only readily available data, typically Census Bureau informa-
tion, so that we could gain an accurate picture of municipal finances. Once the
data base was created—and the information was made consistent from one city
to another—key financial variables were selected statistically. These variahles
were used to measure fiscal differences among cities with varying economic,
social and structural charaecteristics.

The 66 Cities Study clearly shows that older industrially aged cities are the
ones most likely to be fiscally stressed. The industrial dynamies of this aging
process follow a generally consistent pattern. The fall-off of private investment
that characterizes the process of industrial aging will, in time, lead to a decline
in the revenue base and subsequently induce severe pressures on the city's
revenue raising capability. A new definition of fiscal stress emerged from this
study: a city can be considered fiscally stressed if its tax, debt, and expense
rates are significantly above those of cities with similar economic capacity.

Some details of our analysis will be helpful at this point. Analyzing the changes
in population and manufacturing employment, we identificdd 9 of the 68 cities in
our study as “old industrialized.” and 13 as “industrially maturing.” The re-
maining cities were classifled as “young industrial growth.”

Althongh the economic phenomenon of municipal $ndustrial aging s well estab-
lished, the specific impacts of city aging on financial performance are not. So, we
eompared the key fiseal indicators for cities in the three different growth stages.
Our results indieate that as cities age industrially : Taxes rise per capita: cur-
rent operating expenses per capita rise; the municipal work force increases
rapidly.

Specifically. there were sharp Increases in tax effort, taxes per capita and
current operating expenses from young-to-old industrialized citles. Also, we saw

1 Tames M. Howell and Charles Stamm. “Urban Fiscal Stress: A Comparative Analysis
of Sixty-Six U.S. Citles,” Touche Ross & Co., March 1979, New York.
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that transfer revenue from state and Federal sources tends te stabilize ag cities
age. Finally, in the case of the old industrialized cities the municipal work force
is more than twice as high as in the young citles.

The 22 cities in the first two categories—the older groupings—are thus more
likely to encounter fiscal stress. The root cause appears to be stagnation in the
local economy. Of the 22 cities, 11 are in the Northeast, 4 are in the Midwest, 4
are in the South, and 3 are in the West,

The following table shows their breakdown by region:

OLp INpUsSTRIALIZED CITIES AND INDUSTRIALLY MATURING CiTiES BY REGION

Northeast: Boston, Bridgeport, Buffalo, Cambridge, Hartford, New Haven,
Pittshurgh, Springfield, Mass,, Syracuse, Trenton, and Worcester,

Midwest: Davton, Duluth, Milwaukee, and Minneapolis.

South: Baltimore, Louisville, Mobile, and New Orleans.

West: Pasadena, Seattle, and Spokane.

Now let me claborate briefly on another data point that substantiates the line of
reasoning that municipal financial problems are national in their scope; namely,
municipal bond displacement.

In terms of municipal bond sales during periods of a cyclical downturn, it is
informative to look backward to the experience during the 1974-75 recession.
During that period 106 state and municipal new issues—totalling $1.2 billion—
were withdrawn from the market in the short period between April 1, 1875 and
October 14, 1975 for reasons other than impending litigation.? This deterioration
in munieipal credit quality is of great concern to us in the banking community.
I do, however, have another reason for discussing the issue of market displace-
ments; namely that contrary to popular belief they are not spatially concen-
trated in the Northern states. The regional distribution of the 108 displacements

is as follows :
Number of displacements

Region :

Northeast e e ———————— 27
SOUt N e e 26
MAAW St o e e oo - 24
Southwest o e 12
West e e m e —————— 10
High Plains e ————— ——mm——m——————— T

TotAl e e e ——————— 106

These fizures are highly significant, Mr. Chairman, because they indicate
strongly that the potential for urban fiscal stress is a problem nationwide in
scope, not a unique feature of one particular region.

LReturning to the focal point of this morning's discussion, is a general purpose
fiscal assistance program an appropriate means for helping stressed citles?

Apart from such a program's justification on soclal equity grounds. it must be
recognized that severe financial problems in only a few clties could have severe
repercussions on the entire municipal bond market, an economic result which is
undesirable from both a private and a public sector viewpoint. The bills before
this Commnittee today can help head off this result.

The principal problem Hes in identifying those cities which are, in fact,
experiencing fiseal stress. This is but one example of the frequently discussed
problems of “targeting” grant funds to those Jurisdictions with the greatest
degree of the need which Congress wished to meet in enacting a particular grant
program. Targeting may be an overused word, but it is an essential component of
any grant statute.

The Congressional Budget Office has recommended classifying needs as soclal,
economlc or fiseal. It would seem obvious that a fiscal assistance program would
use fiscal variables as the basis for distribution of funds. However, few such
variables are avallable on an accurate. disaggregated basis for large numbers of
communities. Many analysts and policymakers have used socln-economfc variables
as proxy variables for fiscal variables. I believe that research such as that
embodied in the 68 Cities Study can lead to the development of valid fiscal

? See Ronald W. Forhes and John F. Peterson, *Costs of Credit Erosion |
Bond Market,” Hearlngs Before the Joint Economie Committee, Noven?ber lo,n 1t9h1e5.M ualelpal
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variables for use in the distribution formulas of programs such as that before
yvou. However, the state of the art has not reached that point.

Therefore, those who support the concept of targeted fiscal assistance and who
believe that such a program must be enacted quickly have to work with the
currently available formula varfables. Both bills before you use, essentially, the
distribution mechanism of the previous ARFA program: an unemployment
variable multiplied by General Revenue Sharing entitlement. The use of
General Revenue Sharing does introduce one financial variable: tax effort. The
use of unemployment rates poses problems; in the long run, unquestionably, we
can develop better measures of fiscal need. For the moment, however, I believe
that some version of the proposed formula is acceptable as a ‘“second best alter-
native"” approach. It is significant that several studies have concluded that the
ARFA distribution pattern was highly responsive to different measures of need.
(As my previous remarks suggest, however, the methodologies used to measure
fiscal need can be refined considerably.)

An additional method of targeting is to limit eligibility, for example, by popu-
lation size or by entitlement amount. Frequently, such limitations have to be
rather extreme before they have any impact at all. To give a dramatic illustra-
tion, the Treasury Department has calculated that eliminating all governments
under 1,000 population from participation in General Revenue Sharing would
cut over 19,000 communities but would only reduce funding by one percent.

The proposals before you are small in dollar amount—$250 million and $490
million are the first year figures for the two bills. (The Congressional Budget
Office deflnes as “large” only those grant programs with outlays of more than
8500 million.) Obriously, strict eligibility requirements will be necessary if the
funds are to be of meaningful size to the recepients. The Administration bill, for
example, uses several limitation devices. Local governments must have unem-
ployment over 6.5 percent, must have an entitlement of at least $20,000, and
cannot have per capita income in excess of 150 percent.

Without necessarily endorsing them, I note that these limitations seem effec-
tive in channelling a relatively small amount of funds to needy large govern-
ments. To fllustrate this point, consider the fact that a $250 million program
fs less than 4 percent of the size of Geunerul Revenue Sharing ($6.85 billion).
According to Administration estimates, however, payments under its bill would
equal 125 percent of GRS payments to Boston, 14.5 percent of GRS payments to
Baltimore, and 28 percent of GRS payments to Newark.

On the other hand, Hartford and Worcester apparently receive nothing at all.
This result is particularly disturbing, because the 68 Cities Study indicates that
hoth of these coiumunities appear to be experiencing fiscal stress. I note that both
Hartford and Worcester do receive funds under the Danforth formula. The point
to keep in mind is that any formula using the unemployment variable requires
particularly careful design In order to make the distribution pattern as rational
as possible.

Oblviously, the formula decisions are difficult. Rather than search for the perfect
formula it may well be important to reach agreement on an adequate formula
for quick enactment of this program. After all, it is widely believed that a 1979-
80 natinnal recession is imminent. Under both bills, the program 1is limited to two
vears, The renewal of General Revenue Sharing will give this Committee—and
the Congress as a whole—ample opportunity to consider formula issues in gen-
eral. ] believe that the research and conclusions of the 66 Cities Study can help
in this effort, and I look forward to working with you on these issues.

Since we have been discussing the problem of municipal fiscal stress. I would
like to conclude with some observations about municipal financial management.
The findings of the 66 Citles Study suggest strongly that sound management
at the local level can have a significant impact on a municipality’s fiscal condi-
tion. Clearly, the Federal government should encourage sound management, and
should not reward, or appear to reward, municipal inefliciency. How might this
goal be accomplished?

At this stage in our research we can offer two ohservations. First, Congress
would do well to encourage additional investigation into whether or not munici-
pal fiscal stress is cyclical or structural in nature. Our best judgement is that
municipal fiscal stress {8 & long-run structural phenomenon.

Second. Congress would also do well to focus on mandating improvements in
munieipal management and control as the quid pro quo for receiving general
purpose fiscal assistance.



8

Without this control, the Congress may, however inadvertently, reward muniecl-

pal ineficlency.

As a first step, Congress might consider requiring recipients to develop a
“Workable Program" for detecting and alleviating fiscal stress. Thus, reciplents
would have to submit detailed plans including comnmitments to do the following:

Develop a five-year program to bring expense rates back into fundamental
equilibrium with economic base resources through financial planning and cash

management programming.

Implement a8 program that would improve tax collections.

Conduct annual audits including the collection of a set of financlal indicators
on a statistically uniform basis for statistical monitoring of cities as well as

the future fiscal formula design.
These are obviously issues for future consideration; and it is in this spirit that

I raise them. This Subcommittee, through its consideration of General Revenue
Sharing, will undoubtedly be in the forefront of the re-examination of the entire
Federal grant-in-aid system. Needless to say, I look forward to working with you
in this significant endeavor.

Senator Braprey. Qur next witness is Thomas Smith, mayor of
Jersey City, N.J.

STATEMENT OF THOMAS SMITH, MAYOR, JERSEY CITY, N.J.

Mayor Sarrx. Thank you very much, Mr. Chairman,

Senator BrapLey. Mayor Smith, I would like to welcome you. I am
anxious to hear what you have to say and would dispute Senator
Danforth about the revival potential of one city versus another city.
As we have spoken on many occasions, Jerssy City is on the brink of
a major revival.

Mavor Sy, Thank yon,

My testimony is somewhat of a departure from the excellent statis-
ticalkrepresentations and the fine recommendations of the previous
speakers.

It is simply one that expresses the frustrations of being an urban
mayor and the concerns that I have for cities in this country and where
we are going as a nation.

I would like to thank each member of this distinguished committee
and especially Senator Bill Bradley from my own State. At this point,
in addition to being residents of the State, I would like to point out
we had one point of commonality, you being a great New York Knick-
erboclker and I being one of the worse.

In any event, T would like to thank each and every one of vou for
the opportunity to express my views on a subject which is of critical
goncern to the struggling people of the urban centers of this great
Nation.

Tt would be redundant and nrobably counterproductive to say that
the fiseal year 1980 budget is based on economic and social principles
which are a great disappointment to the cities.

Tt is evident to everyone by now that the fiscal 1980 budget. which
the President characterized as “lean and austere,” places the burden
of the fight against inflation on the cities, the elderly, the poor, the
yonuth and the unemployed of this Nation.

All of the preceding are common factors of cities like mine and
other cities throughout America. It is a paradox of our times that
the need for a “lean and austere” budget should be imposed on com-
munities that suffer from severe malnutrition of vital public services,
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high uneraployment, costly welfare and all the other problems gen-
erally associated with urban living in America.

The failure of Congress to adopt an anti-recession aid program left
many cities including Jersey City scrambling to balance budgets for
the current fiscal year with huge spending cuts, layoffs or higher taxes
which in many cases approach confiscatory levels.

This failure of Congress at a time when cities are gaining a beach-
head in this country and are beginning to turn around, leaves millions
of Americans with a feeling that there really is not a national policy
or national conscience concerned with a good quality of life for all
Americans.

There are those within this Congress who say it would be infla-
tionary to give more aid to our financially stricken cities, I say this is
an absurdity bordering on grand deception to make this kind of state-
ment. If it is inflationary to help our own American cities with dol-
lars they desperately need. why then is it not inflationary to ship $900
million more abroad to nations that would destroy us tomorrow if
thev conld?

I would suggest to Secretary Blumenthal and to others that are
ceeking to find out where the size of the pot is that perhaps they could
took a little more carefully at that particular allocation.

It is a hoax on the American people to lead them to believe that
it is not inflationary to spend billions overseas while American cities
are falling apart. I respectfully submit that to continue such a fal-
Iacious argument will lead to a shattering of the confidence of millions
of urban Americans in their Government,

As you know, countercyclical aid is so named because it is designed
to connter a rising cyele of unemployment caused by deteriorating
economic conditions. How the money is used is left up to local
officials.

Can any Member of Congress honestly say that unemployment has
been abated in many cities of this Nation?

Can any Member of Congress honestly say that vast amounts of
decay and deterioration do not exist in many of the cities of our
country?

At the Democratic Midterm Conference in Memphis last December,
I implored the Democratic Party leadership to mount = fight for the
restoration of the countercvelical aid program because most cities in
this Nation are racked with rampant unemployment and depressing
economic prospects.

Figuratively almost literally, according to the press, I was on my
knees in Memphis begging. I was begging not only for Jersey City,
but all the cities of this Nation. I appeal to you, gentlemen, for the
long line reaching back through the ages and forward to the vears
to come, the long line of despoiled and downtrodden people of our
beloved country.

T appeal to you for those men and women who rise in the morning
and work in the factories and offices of our cities, and who go home
at night when the light is faded from the sky, and give their life, their
strength, their toil to our Nation and dream of a community as safe as
others in this Nation. People dream of schools as good as others in this
Nation. People dream that someday thev will see their city. the city
they love, as bright and as beautiful as other cities in this Nation.
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T am begging for cities that are operating with sewer lines that
were lnid down when President Johnson was in the White House,
President Andrew Johnson, ) .

We have had sewers going back 100 to 110 years in the city of Jer-
sey City that ery out for restoration. .

T am begging for cities that will not make it into the 1990’s without
more Federal help now.

We who live in and love Jersey City are faced with many of the
problems which face most of the cities of this Nation. It is tragic that
the city which lays claim to the two great symbols of hope in the world,
the Statue of Liberty and Ellis Island, a city whose waterfront has
received great acclnim and has been singled out for its great potential,
a city which truly has the greatest opportunity to be the first urban
community to truly turn around in this Nation, finds this enormous
potential 1impeded for a lack of proper Federal concern.

Jersey City is the center of the most densely populated area in
America, Hudson County has 12,000 people per square mile. Consider,
if vou will, that the second most populated, New York City, has 7,000
people per square mile. Consider further that the third most densely
populated area in this county has 3,000 people per square mile. Com-
pare this to Reno, Nev., that has 26 people per square mile and one can
casily recognize why special aid to our community is vitally necessary.

Jersey City with all its great potential and when the distinguished
Senator Bradley was running, he had pointed this out so many times
and so significantly, nevertheless, it desperately needs the kind of aid
that restoration of the countercyclical moneys could provide.

We have one of the highest rates of unemployment in the Nation,
9.3 to 10 percent. Other recent surveys show us with high percentages
in air pollution and cancer mortality, We have been referred to un-
kindly as cancer alley.

We have schoolbuildings that will soon be celebrating their centen-
nial. The average age of our 33 elementary and 5 high schools is 60
years. They are all overcrowded and there are many portable class-
rooms on double session.

Tighty percent of all housing units in Jersey City were constructed
prior to 1939; 16 percent of the city’s 90.937 housing units are con-
sidered to be substandard ; 42 percent of the city’s households require
some form of assistance; 28 pereent of the houscholds requiring assist-
ance are elderly and Jersey City is the second city in the Nation in
terms of percentage of elderly residing therein.

The Jersey City public school system consists of 31 elementary
schools., 2 special education schools, and 5 high schools with 10 port-
able classrooms to alleviate double classes. Just a week ago, three of
the schools had to be closed because of antiquated boiler breakdowns.

The Jersey City school system has an enrollment of 35,005 students.
There are presently 17,800 students enrolled in private and parochial
schools. If they were transferred to the public school system, it would
be physically impossible for the city, both in terms of physical facili-
ties and fiscal ability, to accept these additional students.

No one could adequately measure how many billions and trillions
of dollars these great parochial and private schools have saved not
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only our city but the State and Federal Governments. I wounder how
many other communities can lay claim to institutions like these saving
billions and trillions of tax dollars for our Nation?

The capital improvement program to bring the public school up
to date would require a capital investment of $125 million. The total
cost of urgent repairs reaches in excess of $24 million.

The items included are only those necessary to correct conditions of
deterioration and/or obsolescence. In fact, the emergency repairs were
so critical that I designated that 20 percent of the public works money
under round II of the Public Works Act would be allocated for such
elementary repairs such as rooves, new windows, and physical repair
of existing schools built in the late 1800’s.

Of the 81,993 civilian males, 18 years and older in the city, almost
half are veterans. A word about major occupations, more residents
of Jersey City were employed as clerical and blue-collar workers than
in any other occupational category.

The second and third largest occupational fields were operatives,
inclnding transport and service workers, except private households
respectively, people who work each and every day to make the sys-
?:_1:1 function make up the vast majority of the residents of Jersey

lity,
T pointed to the fact that we have so many private and parochial
sehools as a tribute and indication of what our people have done and
.are doing to lessen the burden of government, local, State, and Fed-
-eral cost.

There are places in this country where not 1 cent is provided for
.eduecation over and beyond that which is paid by government dollars.

Let me tell you about a hospital that our ]i)eople built with their
Plood and sweat, their tax dollars and rent dollars. T am so proud of

-that hospital because it is so unique in New Jersey. It is the only public
:general hospital of its kind in New Jersey. Newark, which has been
mentioned frequently today, has one but 1t is financed and managed
by the State of New Jersey.

Bergen County has one but it is supported by one of the most af-
fluent communities in this land,

Only Jersey City has a hospital that is paid for by tax dollars and
rent dollars of hard working struggling people, a hospital that pro-
vides 60.000 emergency services, 30,000 clinical services and 166,000
patient-hours which include, my friends, a critical baby unit which
takes babics from all over New Jersey, babies that others have given

up on, and all this by people who are willing to do for themselves,
for their neighbors and for their country.

We have a geriatrics hospital where the elderly and infirmed can
20 when people cannot afford private services, We have a mental
hospital which services the needs of our struggling people when that
dreaded disease strikes.

Gentlemen. Jersey City has not asked “what can my country do for
us.” but Jersey City has truly said, “what can we do for our country.”
Time and age, like Kipling's “Victory and Defeat” are not impostors.
Time and age like time and age in everything have exacted their cruel
tribute. Our schools are old and our buildings show the emptiness of
ages, our streets are laboring under the burden of time and the burden
that saw the goods of the world travel her roads.
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Our sewers, like old soldiers. daily fade away and jobs, the life
blood of any community, have flown with the 500,000 jobs that have
moved to the resource young sunbelt, R

Gentlemen, we have nurtured the Nation in its youth, fought and
died nobly when she was threatened, labored in her factories and mills,
now time and age has taken its toll. ) )

I call upon your leaders of this great compassionate Nation recog-
nizing what we have meant and what we mean to this country, to do
all in your power to bring the justice for all that this nation stands
for, to the people who fiercely love America,

Jersey City is among the cities that gave record numbers of sons
and daughters in the building of America from Revolutionary days
to the present in fighting the wars of this Nation.

We have given our share of muscle and energy, of money and great
sacrifice of life, and yet there seems to be a pathetic disconcern for
our city, and all the others like ours, while we cater to and spend
astronomical millions to foreign nations that would destroy us tomor-
row if they could.

Jersey City is the home of the Statuc of Liberty and Ellis Island,
the two great symbols of hope and freedom in the world,

While I stand in our Liberty State Park with the vast panoramsa
of three islands and the New York skyline for & backdrop, I sometimes
think about everything that made all this possible. especially the
courageous men and women who came before us, and I wonder where
the cities of these people who gave onr Nation its greatness are headed
now.

Here we are sending millions to nations where A)eop]e are shouting,
“Yankee, go home” and at home our national leaders will not give us
the help we need.

I think that it is important to keep in mind that much of the taxing
resources of our communities are Preempted by the Federal Govern-
ment. New Jersey is returned nowhere near the dollars sent to Wash-
ington in terms of income takes and other forms of taxation.

In essence, we are really not begging, simply asking for equity and
justice.

) I think it is important to note in terms of local effort that we raised
$80 million tax dollars to support our municipal school and county
services.

The cost of public safety in Jersey City cost $34 million. The cost
for lpublic safety in cities like Jersey City and Newark exceed the
total budget allocations of 90 to 95 percent of the other 567 commu-
nities in the State of New Jersey.

The Deals and Allemuchys of New Jersey and this country where
the millionaires and the well to do live, do not need to raise noneys
to protect their families against street crime and the other crimes that
plague the cities of our Nation.

Does it make sense that those who cannot afford the cost of public
safety are required to come up with blood money that they do not have
while the rich and well off do not have to pay for the same rights
which our Constitution guarantees?

Jersey City pays $5 million for welfare costs. We again see the same
inequitable scenario regarding welfare.
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How much do you think the Deals, Allemuchys, IIyannis Ports,
Gross Points, Beverly Hills, Key Biscaynes, Scarsdales, pay for
welfare?

Do you think the huddled masses yearning to be free and econom-
ically depressed go to those glorious and beautiful enclaves or do they
stream into the Jersey Cities and Newarks?

Do you think only the hard working Eeople who per accidents live
in the Jersey Cities or Newarks and do the work of God in being their
brother’s keeper, should support all of the woes of this Nation or
should not those who are most endowed share in the responsibility ¢

This same illogical scheme of the working poor paying for the poor
permeates both our State structure of government and our Federal
structure, Countercycle aid is just a modicum of effort to equalize the
overburden facing the cities of our Nation and even this is in jeopardy
of passing.

In closing, I want to say I have spoken as an urban mayor, as one
who loves our country deeply and I have spoken the best I could. I
have spoken from the depths of my heart.

I realize that there will be those who will be disturbed by this ap-
peal. Men like Congressman Brooks, I am sure, will vehemently dis-
agree, There is not a thought of bitterness in my heart for Jack Brooks.
I wish he were different. I wish he could feel the sufferings of many

ople I know in urban areas. I wish that Jack Brooks might feel what
3t is to want to work and not be able to find a job to support his family.

I wish Jack Brooks felt the concern for safety that other fathers
feel for their families in urban communities.

Not, gentlemen, that I want him to do it, or I do not; but I wish
that in some way his heart might be touched. that he might feel the
kinship which he bears to all the people of this great country.

I am sure you have other stories that would probably match this
particular one. When I was a boy growing up in & teeming tenement
house section of Jersey City, I had an idol by the name of Al Blozis.
Al was a big blond good looking Joe Palooka-type boy from a cold
water flat a short distance from where I lived.

The son of immigrant Slovonic people, Al showed early promise of
athletic greatness. Indeed, he became a great high school football
player from one of our public high schools and a track and field star,
too.

AD’s greatness soon attracted the attention of colleges throughout
our Nation. It seems so appropriate for my talk today that he would
choose Georgetown here in Washington. Why, this poor kid never
heard the name Georgetown.

How could a poor urban kid in 1939 be expected to know that
Georgetown was one of the finest educational centers in the world ?

Al’s dream came true when he became an all-Americn tackle for a
great Georgetown team. He set national records in throwing the shot
put that would last for decades. The hearts of Jersey City people
swelled with pride. This pride reached ectatic heights when Al was
chosen by the New York Giants to the NFL.

Al Blozis never let that pride subside because he soon became the
player of the year. What = thrill for the struggling people of our town.
How proud we were that the big blond Slovonic kid from the cold
water flats of Jersey City was the best football player in the world.
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The war broke out. Al did not have to go because he was one of
those 6 foot 6 inch giants. He could have avoided combat like so many
other professional athletes but Al knew that this country meant a lot
to him, his family and his Jersey City neighbors, On a cold wind
swept mountain in France that dream he dreamt, the dream his family
dreamt and the dream of all Jersey City was shattered as Al Blozis,
all-American, gave his life for America.

You know, gentlemen, if I had to describe my city and the people
who live there and have lived there, I would sumply say, Al glozis,
all-American.

Gentlemen, men and women of the 96th Congress, if you should
reject our pleas, there will be people to applaud the act. If in your
judgment and your wisdom and your humanity, you see fit to provide
the legislation we desperately need, I know that from millions of the
weak, the poor, the helpless and the hard working people throughout
our cities, you will have earned the respect and a{)preciation of the
people who like Al Blozis, have given so much to the greatest Nation
that God ever created.

Sentor Braorey. Thank you very much, Mayor Smith, I think that
was an cloquent statement, detailing the real needs and potential of
one of America’s outstanding cities, Jersey City. I appreciate the time
you took to be here to share it with us,

Senator Durenberger?

Senator DurexBerGeR. I wonld just like to say there is only one
thing wrong with your new Senator, that is he should have put you
on aﬁead of Secretary Blumenthal. I think it would have added a great
deal to the presentation.

I have not been here long enough to be cynical about emotions. I
appreciate your time and comments and I would like to have a copy
of those comnments for the record.

Magor Syrra. Thank you. I will submit my statement for the
record.

Senator Branrey. It will be placed in the record at this point.

[The prepared statement of Mayor Smith follows:]

STATEMENT oF THoOMAS F. X, Sy»iTH, MAYOR, JERSEY CITY, N.J.

I would like to thank each member of this distinguished committee, and
especiatly Senator Bill Bradley, for the opportunity to express my views on a
subject which is of critical concern to the struggling people of the urban centers
of this great Nation.

It would be redundant and probably counter-productive to say that the fiscal
vear 1980 budget is based on economic and social principles which are a great
disappointment to the citles. It {s evident to everyone by now that the fiscal year
1880 budget, which the President characterized as “lean and austere,” places the
burden of the fight against inflation on the cities, the elderly, the poor, the youth
and the unemployed in this Nation.

All of the preceding are common factors of cities like mine and other citles
throughout America. It is paradox of our times that the need for a ‘“lean and
austere’’ budget should be imposed on communities that suffer from severe “mal-
nutrition” of vital public services, high unemployment, costly welfare and all the
other problems generally associated with urban Hiving in America.

The failure of Congress to adopt an anti-recession aid program left many
cities, including Jersey, scrambling to balance budgets for the current fiscal
vear with huge spending cuts, layoffs or higher taxes, which in many cases ap-
proach confiscatory levels. )

This failure of Congress, at a time when cities are gaining a beachhead in
this country and are beginning to turn around, leaves millions of Amerlcans
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with a feeling that there really isn't a national policy or national conscience
concerned with a good quality of life for all Americans.

There are those within this Congress who say it would be inflationary to
give more aid to our financially stricken cities. And I say that i{s an absurdity
bordering on grand deception! If it's inflationary to help our own Aremican
cities with dollars they desperately need, why then is it not inflationary to ship
$800 million more dollars abroad to nations that would destroy us tomorrow if
they could.

l{ is a hoax on the American people to lead them to believe that it {s not in-
flationary to spend billions overseas while American cities are falling apart.
And I respectfully submit that to continue such a fallacious argument will lead
to a shattering of the confidence of millions of urban Americans in their
government,

As you know, countercyclical aid is so named because it is designed to counter
a rising cycle of unemployment caused by deteriorating economic conditions.
How the money is used is left up to local officials.

Can any member of Congress honestly say that unemployment has been abated
in many cities of this Nation?

Can any member of Congress honestly say that vast amounts of decay and
deterioration do not exist in many of the cities of our country?

At the Democratic Midterm Conference in Memphis last December, I implored
the Democratic Party leadership to mount a fight for the restoration of the
countercyclical aid program because most cities in this nation are racked with
rampant unemployment and depressing economic prospects.

Figuratively—almost literally, according to the press—I was on my knees in
Memphis, begging. I was begging not only for Jersey City, but all the cities of
this Nation. I appeal to you, gentlemen, for the long line—the long, long line
reaching back through the ages, and forward to the years to come—the long
line of despoiled and downtrodden people of our beloved country.

I appeal to you for those men and women who rise in the morning and work
in the factories and offices of our citles, and who go home at night when the
Hght has faded from the sky and give their life, their strength, their toil to our
Nation and dream of a community as safe as others in this Nation, People who
dream of schools as good as others in this Nation. People who dream that some-
day they will see their city, the city they love, as bright and as beautiful as other
cities In this Nation.

I'm begging for cities that are operating with sewer lines that were laid
when President Johnson was in the White House—President Andrew Johnson.

I'm begging for cities that won't make it into the 1990's without more Federal
help now.

We who live in and love Jersey City are faced with many of the problems
which face most of the citles of this Nation. And it is tragic that the city which
lays claim to the two great symbols of hope in the world—The Statute of Liberty
and Ellis Island—a city whose waterfront has received great acclaim and has
been singled out for its great potentlal, a city which truly has the greatest
opportunity te be the first urban community to truly turn around in this Nation,
finds this enormous potential impeded for a lack of proper federal concern.

Jersey City, with alt its great potential, nevertheless desparately needs the
kind of aid that restoration of the countercrclical monies could provide.

Jersey City is the center of the most denselv populated area in America!
Hudson County has 12,000 people per square mile! Consider, it you will, that
the second most populated. New York City, has 7.000 people per square mile!
Consider further that the third most densely populated area in this country has
3,000 people per square mile, Compare this to Reno, Nevada, that hag 268 people
per square mile and one can easily recognize why special aid to our community
i{s vitally necessary.

We have one of the highest rates of unemployment in the Nation, and other
recent] , tsnrveys show us with high percentages in air-poliution and cancer
mortality.

We have school buildings that will soon be celebrating their Centennial. The
average age of our 33 elementary and 5 high schools i1s 60 years. They are all
overcrowded and there are many portable classrooms on double session; 80 per-
cent of all housing units in Jersey City were constrncted prior to 1939: 18 per-
cent of the city’s 90.937 housing units are considered to be substandard; 42
percent of the city's households require some form of assistance; 28 percent of
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the households requiring assistance are elderly, and Jersey City is the second
city in the Natlon in terms of percentage of elderly residing therein.

The Jersey City public school system, consists of 31 elementary schools, 2
special education schools, and § high schools, with 10 portable classrooms to
aileviate double classes. Just a week ago three of the schools had to be closed
because of antiquated boller breakdowns. The Jersey City school system has
an enrollment of 35,005 students. There are presently 17,800 students enrolled
in private and parochial schools. If they were transferred to the public school
system, it would be physically impossible for the city, both in terms of physical
facilities and fiscal ability, to accept these additional students,

No one could ever adeguately measure how many billions and trillions of
dollars these great parochial and private schools have saved not only our city
but the $State and Federal Government. I wonder how many other communities
can lay claim to institutions like these, saving billlons and trillions of tax
dollars for our Nation?

The Capital Improvement Program to bring the public school system up to
date would require a capital investment of $125 million. The total cost of
urgent—I repeat—urgent repairs reaches in excess of $24 million. The items
included are only those necessary to correct conditions of deterioration and/or
obsolescence, In fact, the emergency repairs were so critical that I designated
that 20 percent of the Public Works money under Round II of the Public Works
Act would be allocated for such elementary repairs such as roofs, new windows,
and physical repair of existing schools built in the late 1880's.

Of the 81,993 civilian males, 18 years and older in the city, almost half are
veterans! A word about major occupations—more residents of Jersey City were
employed as clerical and blue collar workers than in any other occupational
category. The second and third largest occupational fields were operatives, in-
cluding transport and service workers, except private households respectively,
people who work each and every day to make the system function, make up the
vast majority of the residents of Jersey City.

Jersey City is among the cities that gave record numbers of sons and daugh-
ters in the bullding of Amerlca from Revolutionary days to the present. We have
given our share of muscle and energy, of money and great sacrifice of life, and
vet there seems to be a pathetic disconcern for our city, and all the others like
ours, while we cater to and spend astronomical millions to forelgn nations that
would destroy us tomorrow if they could. ____

Jersey City is the home of the Statue of Liberty and Ellis Island, our Nation's
two great symbols of freedom and hope.

While I stand in our Liberty State Park with the vast panorama of these
islands and the New York skyline for a backdrop, I sometimes think about
everything that made all this possible—especially the courageous men and
women who came before us—and I wonder where the cities of these people who
gave our nation its greatness are headed now.

Here we are sending millions to nations where people are shouting “Yankee,
go_home!” and at home our national leaders will not give us the help we need.

I think that it Is important to keep in mind that much of the taxing resources
of our communities are preempted by the Federal Government. New Jersey is
returned nowhere near the dollars sent to Washington in terms of income taxes
and other forms of taxation. So, in essence, we really are not begging, simply
asking for equity and justice.

In closing, I want to say that I have spoken as an urban mayor, a8 one who
loves our country, deeply, and I have spoken the best I could. I have spoken from
the depths of my heart.

I realize that there will be those who will be disturbed by this appeal. Men
Iike Congressman Brooks, I am sure, will vehemently disagree. But there is not
a thought of bitterness in my heart for Jack Brooks. I wish he was different. I
wish he could feel the sufferings of many people I know in urban areas, I wish
that Jack Brooks might feel what it is to want to work and not be able to find a
Job to support his family. I wish Jack Brooks felt the concern for safety that
other fathers feel for their families in urban communities, Not, gentlemen, that
I want him to do it, for I do not; but I wish that in some way hls heart might he
touched, that he might feel the kinship which he bears to all the people of this
B Rnally. oo tl it

nally, gentlemen, permit me another minate to let you know something of
the great heritage of our Jersey City people and to relate a story which pers%ni-

45-084—79——17
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s Jersey City. When I was a boy growing up in a teeming tenement house
Sgctlon oty Jers{'y City, I had an idol by the name of Al Blozis, Al was a big
blond good-lroking Joe Palooka-type boy from a cold water flat a short distance
from where I lived. The son of immigrant Slovonic people, Al showed early
promise of athletic greatness. And indeed he became a great high school footba}l
player from one of our public high schools, and a track and field star,' too. Al's
greatness soon attracted the attention of colleges throughout our Nation. It
seems so appropriate for my talk today that he would choose Georgetown here
in Washington. Why, this poor kid never heard the name Georgetown.,

How could a poor urban kid in 1939 be expected to know that Georgetown
was one of the finest educatlonal centers in the world? Al's dream came true
when he became an all-American tackle for a great Georgetown team. He set
national records in throwing the shot put that would last for decades. And the
hearts of Jersey City people swelled with pride. And this pride reached ecstatic
heights when Al was chosen by the New York Giants of the NFL.

Al Blozis never let that pride subside because he soon became the player of
the vear. What a thrill for the struggling people of our town, How proud we
were that the big, blond, Slovonie kid from the cold water flats in Jersey City

was the best football player in the world!
Then the war broke out. He didn’t have to go because Al was a 6’6’ giant.

He could have avoided combat like so many other professional athletes but Al
knew what this country meant to him, his family and his Jersey City neighbors.
And on a cold, windswept mountain in France .that dream he dreamt, the
dream his family dreamt and the dream of all Jersey City was shattered as Al
Blozis, All-American, gave his life for America.

You know, gentlemen, if I had to describe my city and the people who live
there and have lived there, I would simply say “Al Blozis—All-American.”

Gentlemen, and men and women of the $8th Congress, if you should reject our
pleas, there will be people to applaud the act. But if in your judgment, and your
wisdom, and your humanity, you see fit to provide the legislation we desperately
need, I know that from millions of the weak, and the poor, and the helpless, and
the hard working people throughout our cities, you will have earned the respect
and appreciation of the people who, like Al Blozis, have given so much to the
greatest nation that God ever created.

Senator BRApLEY. Our next witnesses are Representative Patrick
Sweeney, of Ohio, Speaker John Bagnariol, of the Washington House
of Representatives, and George Cushingberry of Michigan.

Gentlemen, I want to thank you for being patient and waiting
through the mormng’§ testimony. I assure you your place on the pro-
gram In no way indicates your importance to the whole endeavor.

We look forward to your comments,

STATEMENT OF REPRESENTATIVE PATRICK SWEEREY, OF OHIO,
SPEAKER JOHN BAGNARIOL, OF THE WASHINGTON HOUSE OF
REPRESENRTATIVES, AND REPRESENTATIVE GEORGE CUSHING-
BERRY, JR., OF MICHIGAN, ON BEHALF OF THE NATIONAL CON-
FERENCE OF STATE LEGISLATURES

Representative BaaNarioL. Thank you very much, Mr. Chairman.
My name is John Bagnariol from the State of Washington.

We have submitted a written statement for the benefit of the com-
mittee. We will try to keep our remarks very brief.

Sex:lator BrabLey. Your written statement will be placed in the
record.

Representative BagNarioL. On my left is Representative Patrick
Sweeney from Ohio and on my right is Representative George
Cushingberry, Jr. from Michigan.

Before we begin, perhaps a note of interest to the committee is the
State of Ohio, the State of Michigan and the State of Washington
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have resisted very strong efforts to pass a resolution calling for a
constitutional convention to require a balanced budget. We will con-
tinue to resist those efforts in our states.

The National Conference of State Legislatures, who we are here
to ro‘)resont, has not taken the position and support of the constitu-
tional convention mandating a balanced budget.

We do applaud the Congress and the administration’s efforts to
reach a balanced budget by 1981,

I think Representative Cushingberry would like to make a few
remarks and then Representative Sweeney.

Representative CusHingserry. Thank you, Mr. Speaker.

Mr. Chairman, I would like to keep my remarks brief. I would
like to bring to yvou some of the uncommon information as it might
relate to the city of Detroit which T represent in the Michigan Legis-
lature, as it relates to the need for this type of a fiscal assistance
program,

The mayor has projected $100 million deficit for the city of Detroit
going into the next vear's fiscal year hudget, based upon some things
that he has tried verv hard to fight against. One of those things
obviously was an arbitration award by a panel of arbitrators for
police and firemen in Detroit which is going to cost us over the next
couple of years over $40 million.

Second. he had also budgeted part of these funds for countercyelical
funding in his budget which was soft money which was desperately
needed in the city of Detroit. at a time when we are really trving to
turn the corner. We have more construction in downtown Detroit now
than since 1932,

We think our city is becoming a showpiece for the X tion as it relates
to getting a handle on the very erucial urban problens.

There is a direct need for this type of a program. We find in the
State of Michigan. the legislature has gone out of its way to increase
funding for the city of Detroit. Last year there was $28 million that
we put into equity payments for regional services. This year we tried to
sweeten that by about $15 million.

We have also played with the revenue sharing formula at the State
level which takes into account a municipal overburden formula for the
cities who have historically been overburdened with extra taxes, et
cetera,

The Economic Growth Corporation, which was started by the mayor
a few years ago, which is consistent with all the business interests
within the city and a lot of the people in the commercial and industrial
development areas, have a study recently that said part of our prob-
Iem in Detroit for retaining businesses and for retaining individual
homeowners was the fact that we were so overburdened with local
taxes.

We do not find additional revenue from the Federal level as it re-
lates particularly to the countercyelical program and we think it is a
good one, The mayor would like to see it some more but as a starting
point we ihink this is a good place and it is a good idea to try to target
fiscal assistance on a Federal level, and it is extremely necessary for
you to adopt this legislation.

The program would provide over $8 million in the Detroit area,
particularly for the city itself. The problem also relates to YWayne
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County which is the county seat for the city of Detroit, which is the
third Iargest county in this country which is also facing severe diffi-
culties of which the State is having to grapple with.

I think we have strapped the local units of government at this point

as far as we can with increased taxation. I think the mayor has made
every effort that is humanly possible to provide sound fiseal manage-
ment.
We are at the point where at this period of history we are trying to
make that turn to revitalize our great city and it is extremely neces-
sary for us to have the cushion there as it relates to the anti-recession
fiscal assistance program.

I think that will conclude my comments as it relates to what our
concerns are and to bring you some of that information from Detroit.

Representative Baovarron. Representative Sweeney.

Representative SwrexNey. Mr. Chairman, the antirecession pro-
aram and the countercyclical aspects of it impacts on States-and local
governments and has been started by the Congress in its reaction to
anti-inflation fighting in the past. :

When the Congress put reduced taxes in, we were faced at the loeal
level and the State level to raise taxes and cut services, It seemed to
the Congress at that time to be prudent to have a standby program to
move in directions where these things could not be and would not he
counterproductive to the national economic efforts to control recession.

I feel, unlike Secretary Blumenthal and others on your committee,
Senator Bradley, that the States play an important role in the Federal
{:rogram and in fighting inflation and fighting unemployment and in

alancing off the kinds of economic conditions that exist.

We are not a closed economy in any State in this country, as is the
United States in itself but we do have a strong role to play.

When the National Conference of State Legislatures testified before
this committee in the past, we did not anticipate a downturn in the
economy. Economists all across this country and here in words today
from this committee indicate a recession of some nature is inevitable
m]](} the only question remains is how long it will last and how deep it
will run,

T feel with those kind of facts in mind that we ought to be aware
of the counterproductive activities in the absence of a countercyclical
factor in any recession effort.

We in Ohio are one of those States that appear to have the kind of
surpluses which were spoken to. As Mr. Nathan indicated, the $29 bil-
lion surplus, is in fact, a fraudulent measurement because of the factors
by which it is based upon.

Most of the money has come out of pension systems that are en-
hanced recently by some direct appropriations and foreed to be actu-
arily sound.

. The Joint Economic Committee of the Congress of the United States,
in a publication of January 12, 1979, reported the review of State and
local budget surpluses. T think if you go through it, you will see the
indication that those surpluses are not, in fact, demonstrations of great
health and great wealth as Secretary Blumenthal indicated this.
morning.

We in Ohio as 26 other States do, budget on a 2 year basis, a biannual
budget. It is very difficult in our forecasting mechanism to tell what .
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the sales tax income in the State of Ohio will be in April of 1981, We
«do that antwe must in fact live by the constitutional mandates of bal-
anced budgets and an employ of their time in revenue estimating a
prudent man rule that will give us a cushion. Our cushion economist
tell us it should be 6 percent, political realities probably prevent that
and we are down around 3% percent of our income. If is held in re-
serve through several models by which we do that.

At the same time we have established an ongoing revenue sharing
brogram with local government and the school districts to account for
municipal overburdens, to account for high unemployment, to account
for distressed cities, .-

We created a depressed citics fund with our countercyclical money.
We have gone into a tax incentive program that cuts local pro erty
taxes and balances off through our Eome State exemption and direct
-cuts across the board.,

We have appropriated $10 million to the industrial development
fund that kind of answers the situation we have across the country,
where we have the small war between the States going on for main-
taining and gaining new kinds of manufacturing jobs across this
country,

I know many of you are aware of the fight that went on between
Pennsylvania and Ohio to get the Volkswagen plant and it was who
could spend the fastest dollars. Pennsylvania did and in retrospect, we
are glad they spent all that money. I do not think we could have
afforded the gifts that went out.

This kind of competition is intended rather clearly to maintain
stability in the cconomy, to maintain jobs in our cities and our rural
areas. We have in Ohio counties that have 24 percent unemployment
at the times of peaks of recession. Those are rural counties that we are
trying to direct services for and trying to maintain the economie base.

I feel States are a genuine partnership in the fight for control of
inflation and fight at recession. T feel genuinely strong that this Con-
aress should keep in mind that issue at hand ‘and aive to the States
?]n opportunity to play that role that is constitutionally dictated to

hem.

As the Speaker indicated, Ohio and Washington and Michigan are
not one of those States that have enjoved the overreaction to the
Proposition 13 element. In defense of that attitude. let me snggest that
the State of Ohio has reached in 1971 and again in 1975, by statute. the
achievements that Proposition 13 attempted to achieve by ballot
referendum.

The ground swelled. It happened in California. Tt was almost
humorous and it was matched rather strongly by the overreaction and
political paranoia that encompassed every State and local government
in trying to do a modest reserve of spending and taxation.

. T'think the efforts on a constitutional amendment. our overreactions

to referendums that are occurring with resnect to States, I do not feel
the Congress should overreact to those 28 States and maybe more that
misht indicate & desire to answer or demand on the street.

Myself and others within the National Conference of State Legisla-
tures are beginning to make an effort to start something and maybe
too late, to start a program involving some States to begin a fight
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against the constitutional amendment to bring that issue to a head. I
feel that some States that have already enacted those kind of measure-
ments are probably having severe and second thoughts about it.

I would hope we would be successful.

Mr. Chairman and others, the Speaker will conclude our remarks.
In closing, I just want to clearly indicate that there are many States
out there that do in fact play a role, a substantial kind of role of direc-
tion and assistance fiscally and we feel we belong in and should be part
of any antirecession program that this Congress enacts.

Speaker Bagxarron. Mr. Chairman, perhaps just a little bit about
the States’ role in the standby program, we feel very strongly that we:
necd to be involved in the standby program.

About 35 percent of local revenues nationwide come from State:
grant need programs to their units of local government and that varics
from State to State.

I think New York State, for example, over one-half of their gen-
eral budget goes to the aid of their local communities.

We feel it is very vital, States’ economies do fluctuate. I come from
a very small State, the State of Washington. We have a fluctuating:
economy. Right now we are doing very well. Qur aircraft industry is
booming but we rely very heavily on timber and fishing and those ave
seasonal type industries.

Our average unemployment rate over the last 6 or 7 years, back to
about 1973, has been about 7 percent. When we went through the
serious recession of 1968 and 1969, when the aircraft industry was just
a total disaster, unemployment rate rose to 18 pereent almost over-
night, when Boeing Airplane Co. had their severe cutbacks.

We need to be in a position to respond to those kind of things and
of course we need your help in responding to those things.

Our good Senator Magnuson, through him we received a lot of help
back in those days.

We urge you as a committee to act favorably on the concepts and
NCSL has not taken a firm position on either bill. We assume some
compromise will be struck between the two bills and we are glad yow
have begun these hearings so early and have given us the considera-
tion of meeting with you today.

If you have questions, we will be happy to answer them.

Senator Braprey. I would like to thank you, gentlemen, for your
appearance here today.

I would like to ask Mr. Sweeney a question. In Ohio, you mentioned
you have a depressed city fund. What is the formula ?

Representative SweeNEY. It is a direct grant application. We set
aside $3 million in the last budget period and we will set aside addi-
tional money. We use the Department of Economic and Community
Development who takes grants or applications and reviews them, We
use employment factors, jobs loss, decline of poa)ulation and flight of
industrial base. We use those as factors by which we distribute funds
on a grant mechanism.

We most likely will develop that into an ongoing supplement to our
revenue sharing program as it stands currently.

Senator BrabpLEY. What is the consensus of the group about unem-
ployment as the triggering mechanism for countercyclical or more
generally, for general revenue sharing ?
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Representative SweeNEY. I think the countercyclical has to be trig-
gered and whether it is used at 6 percent or 6.5 percent, whatever the
trigger mechanism is, I feel it'is essential and that it ought to be.

In general revenue sharing, I am a strong opponent to changing the
distribution or any triggering mechanism. I think revenue sharing is
revennie sharing. )

. We received in 1973 our first revenue-sharing dollars from the
Federal Government, having been fought in this Congress from the
days of Thomas Jefferson on down. o

When the revenue-sharing money came in, along with it came the
burdens to supplement the Federal money that went into libraries and
the neighborhood youth corps programs. This year we understand
capitation grants of medical schools are going to be cut.

We have, in our judgment, a shift of dollars from categorical money
into general revenue money to accommodate that need, to give the
distribution responsibility at the State level and that is how we in-
corporated our Punds.

Speaker Bagxarior. I would agree with the statements of Repre-
sentative Sweeney that in the countercyclical area, unemployment
perhaps is a good measure of one that kicks in. We do not have a firm
position on what the percentage wonld be.

NCSL has been meeting with Mr. McIntyre and others at the Fed-
eral level. We are trying to encourage as you go through your budget
process, that consolidation of grants perhaps may happen this year.
We recognize State and local governments are going to receive less
money as you move toward a balance budget and we would like to
receive that money in a manner that gives us a little more flexibility
in the area of medicaid and some of those kind of things where we
could perhaps maximize the use of Federal dollars that we cannot in
some cases where we have to operate under strict regulations.

Representative CusHiNGBerrY. What we have done with the Federal
revenue-sharing money has to do with creating a formula that is based
upon the lacal units’ base tax burden itself, how much money they are
putting forth as well as what types of distress it might face vis-a-vis
the loss of population, et cetera, and redistributing revenue sharing
money that comes into the State of Michigan.

In our urban grants program, in a situation where we deal with
paying equity payments to units of government, particularly in De-
troit, we take those services that are regional in nature that handle
more than just the scope of the residents of the city, vis-a-vis the art
institute, the various museums and those kind of things that quite
frankly are utilized by people who do not live within the city of
Detroit yet have been paid for and built historically by those same
residents.

Obviously I have a slightly different opinion as it relates to general
revenue sharing but it would depend upon what kind of dollars we
were talking about in the total pot.

I think that would be the most consistent argument and the one that
would be important to us as it relates to sending back money to the
local units of government.

Senator Branrey. Thank you very much,

Senator Durenberger$
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Senator DureNBERGER. I guess there is one thing I would like to do
and that is encourage cach of you and the organization you represent
to speak, if you feel, more strongly to the State’s role in this and other
programs. . .

My sense as I look at the proposal that is before us now is the States
are being cut out along with cutting down the dollars and the States
are being cut out other than the standby program.

I look at the CETA program and some other things that are em-
plovment related and I really do not see much of a role for State
governments. All of the money is being aimed at targeted municipali-
ties or aimed primarily at local governments. Without making a long
speech about my feelings on the subject, it seems to me it is encumbent
upon each of you to make the case if there is one to be made for more
bang for the buck, if you will, in State approaches to resolving some
of these problems. .

I feel strongly about eliminating categorical grants and moving
toward bloc grants. It seems to me that to the extent we do that, we
have to find a greater role for the State governments in solving some
of these problems.

Maybe you are satisfied that with all of these assistance programs
going to the cities outside of any kind of a coorlinated State plan. T
would like to hear your views.

Representative Sweeney. Senator, I am from Cleveland right now.
Going through all kinds of political gymnastics and fiscal juggling
there ; much of it has come right out of this attitude in Washington -
that has prevailed for a great number of years, that there are no
responsibilities at the State capitol level, that we are going to establish
corridors of communications and fiscal responsibility from mayors’
officers to the White House and back, ignoring the kinds of roles States
may choose to play or have played.

If you look at the city of Cleveland, we have been destroyed by the
henevolent highway program brought in by the Federal Government.
Urban renewal has shifted liquor permits from one neighborhood over
to a new vibrant economic nicé neighborhood and tore that one apart.
You come in with a program of model cities and wars on poverty that
have killed my city. You have absolutely destroyed our potential to
grow. You have absolutely destroyed any hope or any line authority
for States to play a role.

If vou look at downtown Cleveland and look at downtown anywhere
of cities across this country, yvou will find State involvement. You will
find that we in the State of Ohio took a dismantled neighborhood that
was very similar to Berlin after the bombing and that was a result of
your great urban renewal program, and we built 2 major universities,
housing some 40.000 students in downtown Cleveland.

That has been the economic catalyst for renaissance in our com-
munity. It has not happened from any Federal program. We have
purchased antiquated city parks that run around our lake front. This
puts us in a Catch-22 situation that has disturbed me personally be-
cause 1t was my Senator responsible for the bill, who sponsored it for
the Department of Interior.

Cleveland had four lake front parks that were designated. They

- could not keep them up and they could not afford to operate them. The
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State of Ohio came in at the urging of the legislature, the Department
did not want to get into any kind of urban park kind of program be-
cause they essentially said they did not know anything about it, we in
the legislature forced assumption by purchase and lease agreement of
those four State parks. )

You came in with an urban park program here, urban restoration of

arks, that say cities and counties and park districts can participate
in but States cannot. It is absolutely ridiculous.

I went over to the Department of Interior and they told us we
should sell +he parks back to the city in order to qualify.

T£ it is that kind of attitude that is today prevailing and has pre-

vailed for so-many years, that States are just the .hé.d guys, we have
8.000 legislatures out there, all of which want to sit in the U.S. Con-
gress in the House and Senate. Many of the Members in the House and
Senate have come out of legislatures and I do not know what happens
on that train from the home town in Towa until you get here on the
Hill. ’
You should understand that there are bridges across the Potomac.
I can give you a litany of the kind of things about how you impact,
going to special education, we can go into an attitude on establishments
apart from education.

There is a bill coming through this Senate that has 70 solid votes for
it. When you talk about States’ role, suddenly everyone says, what do
you want to do, interfere with a noble element,

You pay 8 percent of the education freight and you want to give
99 percent of the regulations in directions.

I want to tell you, gentlemen, those are the kinds of reasons States
are passing constitutional convention issues. There has to be a role for
us to play. There has to be an atmosphere, an attempt on this Hill that
we do ir fact have a responsibility, have a role and have done some
good things.

Of all the programs you have sent to my city, you can take them all
back, take the money back and give us an opportunity to build parks,
universities, and housing, et cetera in our cities and we will do a lot
better than we will waiting for the Congress to straighten out its pipe-
line and all its regulations.

You have made my city CETA junkies. You have done all kind
of wonderful things for me and now you want to side step our stage
and that makes me angry. ) ’

Senator DurexserGeR. T was not here when all these good things
were done. I was running for Governor.

Speaker Bagxarior. Local governments are created by the States
and the States are responsible for local governments, We have a re-
sponsibility and we feel we need to be active participants in helping
to solve local governments’ financial problems.

We are doing some things in our State like giving a little more home
rule to States and trying to free up their hands a little as we have asked
the Congress to free up our hands.

., I think in this program we would like to be involved and we would
like to be involved in both of these programs. We also recognize local
governments need the assistance immediately.

From a State’s standpoint, the standby program could in the next
year or two be very vital to that. At this particular point and in my
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State, for example, assuming the legislation were to pass, I believe it
impacts our State and the various communities throughout the State
by about $2.5 million.

Two years ago or prior to the countercyclical program, I believe
local government in our State received about $20 million. Two million
is a relatively small picce of that back. I think at the State level we
had about $12 million during the last planning.

Representative Cusnineserry. Mr. Chairman, if I may, one of the
things that would be good if you are going to look at this whole ques-
tion of State role and how it interfaces with city role, is to provide
incentives for the States to do the right things by the local units of
government,

In Michigan some time ago, we used to have a hard time getting
legislation through with anything with Detroit on it. Subsequent to
that time, we have had a lot more understanding develop with the
Governor, the mayor, and the legislators themselves getting out from
various parts of the State to see really what is happening.

The suggestion here is as you propose solutions to the very crucial
problems, if you really want to involve the States, it is always good to
have some type of an incentive that would want to make the State to
do the correct thing. You will find those States would participate
better with you as you make these fundamental decisions.

I am not one who will argue particularly on the benefit of this pro-
gram that we should not see this go directly to cities because I know
what kind of shape most of the urban area cities are in and the fact
that the money is just so necessary if we are really going to turn that
corner and see a renaissance in our ci ies throughout this country.

We cannot do without it, we cannot take the time to debate the sub-
ject in jts full length until we hit that corner and start to do things
correctly as it relates to the local units of government.

Senator Braprey. Thank you very much. I apologize for delaying
you as long as we did.

[The prepared statement of the preceding panel follows:]

STATEMENT OF SPEAKER JOIIN BAGNARIOL, WASHINGTON, REPRESENTATIVE GEORGE
CUSHINGBERRY, JR., MICHIGAN, REPRESENTATIVE PATRICK SWEENEY, OHIo, ON
BEHALF OF THE NATIONAL CONFERENCE OF STATE LEGISLATURES

Mr. Chairman and distinguished members of the subcommittee: My name is
John Bagnariol and I am Democratic Speaker of the Washington State Assembly.
I will be representing the National Conference of State Legislatures® with my
colleagues Ohio Representative Patrick Sweeney of Cleveland, Ohlo and Michigan
Representative George Cushingberry of Detroit, Michigan.

On behalf of NCSI, we are pleased to have the opportunity to appear before you
as you consider legiclation which would provide targeted fiscal assistance and
stand-by countercyclical assistance.

THE NEED FOR A FISCAL ASSISTANCE PROGRAM

The legislative proposals before your Committee recognize the financlal distress
faced by a few key cities today, as well as the high unemployment and inadequate

1The National Conference of State Legislatures, the officlal representative of the
country’s 7.500 State lepislators and their rtaffs, work to heln lawmakers meet the
challenges of the complex Federal system. Headquartered in Denver, Colo., with an
Office of State-Federal Relations in Washington. D.C.. the NCSL {s a non-partisan organi.
zatton funded hy the States and governed hv a 43-member execntive committee.

The NCSL has three basic objectives: To improve the quamg and effectiveness of State
legisintures : to assure States a strong, cohesive voice in the Federal decision-making
process ; to foster Interstate communication and cooperatton.
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revenues which will plague states and localities across this country if we should
enter Another recessionary period. We have all learned a lesson from the recession
in 1974~1975, that the impact of a recession is immediate and severe for distressed
state and local governments.

As state legislators we learned a long time ago that government programs,
federal, state or local infrequently go out of business or cease distributing funds, .
The countercyclical revenue sharing program and the bills before you are unique
in that regard. We feel that the program in its present form distributes funds
to those most in need and only when they require assistance. We feel the target-
ing of funds to those jurisdictions with continued high unemployment is appro-
priate and necessary. The disbursal of funds to a limited number of governments
makes the intention of this legislation abundantly clear.

Many sources dealing with the fiscal condition of cities have cited that larger
cities suffer worse from downturns in the economy and recover more slowly. A
recent study published by the Rand Corporation states this plainly “Employment
has grown more slowly in central areas than jn suburbs or nonmetropolitan
areas * * * Central city growth rates are more similar to those of their suburban
areas during recessions than during perlods of rapld growth.” The study also
cites the impacts of inflation which fall disproportionately on these same areas
and the burdens added to their list of fiscal problems by increased welfare and
related payments during such downturns.

The bills before your Committee correctly propose permanent standby fiscal
assistance. If we should enter a recessionary period we need a permanent pro-
gram which will automatically “turn-on” at the appropriate time. The economy,
states, and localities cannot wait elghteen months for financial assistance while
the recession worsens. We need a permanent standby program that will turn on
when the national unemployment rate reaches a certain level for the distribu-
tion of funds to states and localities in need. The heauty of this arrangement is
that the program is always ready to activate when economie conditions warrant
but that it will not Distribute scarce federal resources when they are not needed.

\While there is debate about the precisé level of unemployment that should be
used to trigger the national program, we feel that when there is a need for this
program, it should be ready to assist states and localities which are suffering
economic decline. If this programn would have been implemented prior to the
recent recession, many states and local governments could have stabilized their
fiseal policies before they experienced severe revenue shortfalls. My point, Mr,
Chairman, is that before we enter another recession we should examine recent
history. This program should be in operation before the fact rather than after
a fiscal erisis has peaked so that we may be able to ward off severe fiscal crises
for our state and local governments.

THE ANTI-RECESSION FISCAL ASSISTANCE PROGRAM

We are all aware. of the expiration of the countercyclical revenue sharing
program on September 30, 1978. Significant features of the pending legislative
drafts are based on this former program.

The record has indicated that countercyelical funds reached those areas which
need the assistance. The bulk of the funds reached those areas with the highest
unemployment rates. According to a recent Senate Report? 75 percent of all
local government allocations for a selected period went to jurisdictions with
unemployment in excess of 8 percent. Governments with unemployment of 5.5
percent or less, received only 1 percent of the funds. Similarly, 62 percent of the
allocations made to state governments for the same period went to states with
unemployment in excess of 8 percent, with only 1.4 percent of the funds going
to state governments with an unemployment rate of 5.5 percent or less.

A U.8. Government Accounting Office study “Impact of Antirecession on 13
f tate Governments” indicates that some of the states used countercyclical funds
tc fill gaps between actual revenne collections and budgeted revenue projections,
Half of those states surveyed either used the funds to decrease revenue demands
or to finance additional activities such as the creation of various types of publie
service jobs, Eleven of the 15 states used anti-recession assistance funds to sup-
port personnel costs, such as preventing layoffs, funding new positions or rehiring
previously laid off employees. The same survey of 15 states indicates that states

2 “The Countercyclical Assistance Program,” Subcommittee on Intergovernmental Re-
lations, Committee on Government Affairs, U.S. Senate, February 28, 1977.‘0

'
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are using the funds to meet budgetary needs {n education, publie welfare, health,
criminal justice and natural resources.

In time of severe unemployment citles look to the states for assistance in bear-
ing the additional burdens of municipal expenditures such as welfare costs
that are associated with increases in the rate of unemployment. Localities have
hecome increasingly dependent on grant ald from state governments, ac'cordlng
to a January 12, 1979 report of Congresses Joint Economic Committee which
indicates that states provide on the average 35 percent of local revenue.

Local communities which might suffer in an economle downturn, but because
of minimum payments levels proposed in the legislation may be ineligible for
federal assistance. States are in the best position to recognize unmet local needs
and provide the necessary local assistance from their share of the counter-
cyclical funds.

Last year Ohio created a Deprcssed Cities Fund which provides $2.5 million
for local units of government. Local governments which are suffering from
declining tax bases and high unemployment can apply to this fund for additional
state assistance. The State has already provided one million dollars to help
these local governments provide police, fire and health services.

The General Assembly of Ohfo also appropriated $10,000,000 to the Industrial
Development Fund. The purpose of this fund is to “create or preserve jobs and
employment opportunities and to improve the economic welfare of the people of
the state”.

ECONOMIC FORECASTS

Mr. Chairman, we have already attested to the need for a standby counter-
cyclical fiscal assistance program if in the future our economy should enter a
recession. Although a recession did not seem likely one year ago when we testi-
fled before the Senate Finance Committee we nevertheless indicated that our
major thrust was toward the establishment of 8 permanent standby program.
We have indeed been very fortunate that since the Antirecession Fiscal Assist-
ance program expired our national economy has not entered a significant down-
turn. We hope the economic projections made by the President for a small amount
of real growth during 1979 are correct. As members of the legislative branch we
have all learned to recognize optimistic executive branch proposals which rest
on thin ice.

Recently, the general concensus amongst prominent economists, such as Alan
Greenspan, Walter Heller and Otto Eckstein, has changed so they now predict
that we will have a recession sometime during 1979. Economist Milton Friedman,
of the University of Chicago said that a recession is “inevitable,” and the only
question is how severe it will be and whether it will lead the government to do
things that will increase inflation.

The question no longer seems to be whether or not there will be a recession but
when and how dramatic & downturn it will be. J. A. Livingston, the economic
columnist surveyed a group of economists, three-quarters of which predicted a
recession occurring sometime later this year, and all but a few expect the down-
turn to be shallow and short lived.

The severity of the recession is still a question of the future, however, there
;lre signals that the economy may take a steeper downturn than originally

orecast.

If our unemployment increases from the 1978 average of 6.0 percent to a2 1979
level of 7 percent one million additional individuals will be without jobs.

Within the past few weeks many prominent economists have made their
recessionary predictions before Congress. We are not testifying today as econo-
mists, but rather as observers of the economic experts and as decision-makers at
the state level of government. We can assure you that in our state legislatures
where we are adopting our next budgets, these economic predictions are being
closely followed.

We hope that predictions for a recession are incorrect, but if they are not we
urge Congress to act expeditiously on this legislation.

FISCAL CONDITION OF STATES

Recent Congressional debate on revenue sharing and grant-in-aid assistance
has focused on a purported $29 billion aggregate surplus of states and localities

s3State and Local Budget Surpluses and the Effect of Federal Macroeconomic Policles,”
Snbgommlttee on Fiscal and Intergovernmental Policy, Joint Economic Committee, Jan. 12,
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at the end of 1976. The January 12, 1979 report of the Joint Economlc Committee
of Congress® states “Of course, here, as elsewhere. things may not always be
what they seem . . . the aggregute surplus is a combination of both state and
local retirement pension funds and operating funds. The Joint Economic Com-
mittee further states “It (aggregate surplus) does not measure the status of the
more relevant operating budgets of states and localities.” These 1977 figures are
now out-of-date hut of this so-called §29 billion aggregate surplus only $13.7
billion was held by in operating funds by states and localities. The Economio
Repnrt of the President ® transmitted to the Congress on January 23, 1979 states:

As a result of the increased growth in purchases and the pressures for tax
reduction, the aggregate budget surplus in the State and local sector declined
sharply in 1978. The surplus on current and capital accounts (but excluding
social insurance trust accounts) fell from a peak of $12.8 billion (annual rate)
in the third quarter of 1977 to $1.8 billion a year later."”

The most up-to-date information on this subject has been collected by the
National Governors' Association and the National Association of State Budget
Officers.® This recent survey indicates that states are projecting a balance of
£4.3 biltion at the end of fiscal year 1979 a figure which represents only 3.6
percent of the general fund expenditures. As a percentage of general fund ex-
penditures state balances are expected to decline from 8.6 percent in fiscal 1978
to 3.8 percent in fiscal year 1079. Previous fiscal surveys suggest that state gov-
ernments attempt to maintain unobligated balances at about 5 to 7 percent, a
target that many bond raters regard as reasonable and prudent. If 1979 projec-
tions of 3.0 percent materialize, state Lalances will te at their lowest level in
recent years. The major points with regard to state fiscal condition are:

State and local governments do not hold a $29 hilllon reserve, but less than
half that amount.

The bulk of the so-called surplus is held in pension accounts. In fact, those
who have looked at public pension funds say they should be larger.

The aciual nggregate state government operating surplus is around $4.3 bil-
lion. and represents sound budgeting practices.

The bulk of the projected operating surpluses are found in just a few states
therefore tending to miask the individual fiscal position of many units of
government,

State revenues are subject to severe recessionary fluctuations because of their
in-ome and sales tax base, and as you know, they cannot deficit finance,

In conclusion, it should be apparent that there are only marginal state op-
erating surpluses in the country therefore most states do not have ready reserves
to assist local governments in the event of a recession.

THE STATE ROLE IN THE STANDBY PROGRAM

Unemployment and fiscal strain are problems in both states and localities.
Fortunately. the fiscal condition in most states have improved. Yet, there are
still some states which are suffering economic decline. There is in our opinion
a clear and demonstrated need for countercyclical assistance to be available to
both state and loeal governments which are substantially affected by economic
downturns.

Many state recipients have used the countercyclical funds to assist localities
within their jurisdictions. Over one-half of the New York State operating budget
ts distributed as local assistance. Countercyclical funds are a part of this pro-
gram as well as a part of the New York State aid to New York City. Some states
pass all of their countercyclical aid through to local governments. We must
realize that state governments have created and are responsible for local gov-
ernments. States need to be active participants in solving the fiscal strains faced
by their localities. We should design this federal program to include state gov-
ernments so that the economic problems of localities can be adequately addressed.

CONCLUSION

. Mr. Chairman and members of the Committee. we appreciate the many dif-
ficult decisions that you are wrestling with in this fiscal assistance legislation.

$Ibid., p. 1.

s “Economic Report of the President” Transmitted to the Congress January 1979.

¢ “Fizeal Survey of the States 1878-1979", National Governors® Assoclat n
Policy Research, National Assoclation of State Budget Officers, January 1970. on Center for
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We. too, urge you to analyze and implement this fiscal assistance program in a
manner that will sustain the economic recovery and guard against future fiscal
crisis in state and local governments. To develop such a policy, we would con-
clude by offering the following recommendations:

(1) We recommend prompt legislative enactment of this fiscal assistance
legislation. Although we feel that some States should be included in both parts
of the legislative proposals it is important to recognize that local governments
need this assistance immediately, or they will have to cut back services, lay-oft
eiployees or raise taxes. .o

(2) The risk of recession looks greater than it did a short while ago anad if
it occurs it will cause severe problems for our most distressed cities and states.

Mr, Chairman, we realize the reauthorization decision on this program must
be made quickly. NCSL stands ready to assist this Committee in fashioning the
type of assistance program that will fairly and effectively retain the best features
of the various proposals.

Thank you for this opportunity to speak to you, and we will be happy to
answer any questions you might have.

ATTACHMENT L.—IMPACTS OF FISCAL ASSISTANCE ALLOCATIONS ON SELECTED LARGE CITIES

TFA t  TFA t’I‘ umber‘;okl,full-
as percen as prop-  time em, o3
Targeted fiscal of general  erty tax e:ulv- that canwbo

assistance, fscal  revenues from alent (cents  sustained with
year 1979 (TFA)  own sources !  per thousand) 2 TFAYunds 3

High strain cities:
Boston $2,953,239 0.6 0.16 183
Buftalo 1,472,691 1.1 1.23 111
Chicago 12,151, 224 1.5 .35 830
Cleveland 1,348, 142 .8 .12 95
roit........ 7,767,033 L7 1.54 438
New Oileans. ... 2, 015, 646 1.3 1.38 248
New York....... 42,811,131 .5 .81 2,646
wark..... .. 2,702,498 1.8 12 1
Fhitadelphia 8,729,364 1.0 .92 617
t.Louls. ... 2,085,088 1.0 .36 188
Middte strain cith

anta. . 695, 641 4 .06 66
Baltimore___ 3,960,127 1.0 .12 331
Cincinnati_.. 1,148,847 A .19 86
€l Paso..... 1,125,263 1.9 1.3 110
Ronolulu..... 1, 31<, 883 .7 .15 99
Los Angeles 5,972,648 .7 .53 336
Miami_.. 1,038,722 1.4 .05 68
Milwaukee 1,018,003 .8 .20 68
Oakland. 1,044, .9 .1 58
Pittsburgh_.... 1, 064, 306 1.2 .18 9
San Antonlo... aeee 750,535 .7 .46 60
San Francisco.. . .. 2,654, 147 .5 .79 174
Washington, D.C_.ccveeremeinarnannaanes 3,976,635 .4 45 243

1 Fiscal year 1979 TFA sllocations as percent of 1976 general revenues from own sources figures.
2 Property tax based on total 1976 gross assessed value,
 Full-time employees baded on fiscal year 1977 data,

Senator BrabLEY. The subcommittee will stand in recess until 2 p.m.
tomorrow. We will resume in room 2221.

[Whereupon, at 1:22 p.m. the subcommittee recessed to reconvene
the following day, Tuesday, March 13,1979, at 2 p.m.}



TARGETED FISCAL ASSISTANCE TO STATE AND
LOCAL GOVERNMENTS

TUESDAY, MARCH 13, 1979

U.S. SENATE,
CodMITTEE ON FINANCE,
SUBCOMMITTEE ON REVENUE SHARING,
INTERGOVERNMENTAL - REVENUE IMmPACT,
AND Ecoxomic ProBLEMS,
Washington, D.C.

The subcommittee met at 2 p.m., pursuant to recess, in room 2221,
Dirksen Senate Office Building, Senator Bill Bradley (chairman of
the subcommittee) presiding.

Present: Senators Long, Moynihan, Bradley, and Durenberger.

Senator BrapLey. The subcommittee will come to order. This is the
second day of hearings of the Subcommittee of the Senate Finance
Committee on Revenue Sharing, Intergovernmental Impact, and
Economic Problems. Yesterday we began our hearings and today we
are fortunate to have an outstanding list of witnesses that will add to
our perspectives on State and local fiscal needs.

Before we begin, I would like to ask the chairman of the Finance
Committee who I am very pleased has joined us today if he would
like to say anything.

Chairman Loxa. et me just say that I am very happy to see that
you have such outstanding witnesses here. You start out with two
Kenneths, Mayor Kenneth Gibson of Newark and Mayor Kenneth
Bowen of Lafayette, La., and you also have Dianne Feinstein. mayor
of San Francisco. T am very proud that Touisiana is on that combine.
Moavor Kenneth Bowen has been a verv outstanding and progressive
mayor of one of our large cities. Mr. Chairman, and we are extremely
proud to have him as part of this delegation that you will be hearing
as part of the first panel.

T am also happv to welcome vour associate, Mayor Kenneth Gibson,
hack once agnin, He is no stranger to us and we are very proud to have
both of them as well as the Honorable Dianne Feinstein, and we hope
that she will be here hefore the hearing is over.

T am pleased to see this New Jersey/Louisiana combine working,
Mr. Chairman. I think it might be a forernnner of thines to come.
If we ran work it ont so both of those States benefit, I think we ought
to he able to put together a good bill.

Senator Branrtry. Mr. Chairman. T know if we have anything to
do with it, both of those States will benefit.

(107)
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All right. Let’s have Mayor Gibson. Why don’t we do this as a pancl.
Mayor Bowen, And then when Mayor Feinstein comes she can join

the panel.
STATEMENT OF HON. KENNETH A. GIBSON, MAYOR, NEWARK, N.J.

Mr. Gissox. Thank you very much, Mr. Chairman. I want to express
my personal appreciation for being invited to join with you and to
express some views. We, of course, at the local level have been affected
in an adverse manner by the end of the anti-recession bill and
appropriations.

e really appreciate the opportunity to express some concerns and
give you a report on what that has meant in our city, The anti-recession
program which died in Congress this past fall had a devastating effect
on Newark. We had been receiving almost $11 million each year under
the program.

We used that money for the provision of basic city services, When
the program was not renewed, we in Newark were forced to lay off
441 city employees, 200 of those 441 were police officers, regular police
officers. In addition, we eliminated certain other basic services, such
as recreation programs, drug treatment programs, manual street
sweeping programs and we had to revise our police response system
so that we no longer responded to what we zonsidered nonemergency,
nonessential, police calls—not calls that should not be answered, I
might add—but calls that are not of the essential or emergency nature.

We believe with this kind of devastating effect that we have had a
major loss. The $11 million represented about ten percent of Newark’s
operating budget. In addition to laying off the 441 city employees, we
could not fill because of this loss an additional 120 vacancies which
should have been filled frankly, but vacancies which acerued because
people retired or left the municipal service during the year. We laid
off 441 people and did not fill an additional 120 positions, so our net
loss in numbers of city employees was 561, That a significant loss in a
city like Newark.

As you all know, the program was designed to combat the cffects of
recession, particularly the high unemployment rates which were asso-
ciated with that recession. Now even though we have had some
improvements in certain areas of the country in this so-called, “reces-
sion,” the recession is not over in Newark, and it certainly is not over
in New Jersey.

The unemployment rates remain high throughout all of New Jersey,
and in Newark, the unemployment rate is 14 percent.

Therefore, we cannoi assume that there has been any improvement
in the unemployment picture or the recession that is in our city.

Now as mayor, I have had a very difficult time explaining to people
in our city why the loss in funds, but more importantly, why the lay
off of city employees. That is a very difficult thing to do in a city that
has very serious problems. To lay off 441 people, 200 policemen, in a
city like Newark is a very difficult thing to do. . ... if you don’t have
the money, you can’t pay them. )

These are very serious problems when we talk about the provision
of basic services. We have not eliminated police services, but we have
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reduced the number of people who respond to calls and reduced the
number of people who provide that basic service. We have had an
adverse reaction from the people who do business in the city of New-
ark, who fear because the number of uniform patrolmen is not the
same, that the crime rate will accelerate. That is not necessarily true,
of course, but the mere loss of the uniform patrolmen, the absence of
that person, who gives a great deal of stability just by his presence, is a
very serious problem in our city, not only in downtown Newark, but
all over the city.

The loss of antirecession aid, we feel, threatens to undermine years
of progress that we have made in redeveloping the city of Newark.
We have been able to stimulate the response of the private sector, the
people who finance redevelopment in our city, just by virtue of the fact
that we have made significant improvements, the crime rate being re-
duced in 2 or 3 successive years. We have been able to improve the basic
delivery of services in the cleanup of the city. We have been able to
stimulate rehabilitation using Federal dollars in other areas, Depart-
ment of Housing and Urban Development moneys.

Therefore, we had a kind of géneral rebirth beginning in the city of
Newark. However, the loss of critically needed city employees is begin-
ning to reverse that trend and that has a serious potential for long
term adversity in a city like Newark.

We believe that the need factor should be seriously considered in
all of the discussions relative to the reinstitution of the anti-recession
bill. We recognize that there are cities and maybe certain regions that
may not need these funds, but Newark is not one of those and in my
opinion those cities are not in New Jersey.

We believe in accountability. The mayors that I have talked to and
the mayors that have always been a part of the U.S. Conference of
Mayors and the National League of Cities have never argued against
accountability for these funds. I think the record would show that
anti-recession dollars have been properly accounted for and, I think,
have been used well,

Sixty percent of Newark’s land area and our city, of course. is only
21 square miles, but. 60 percent of Newark, N.J., land area is tax-ex-
empt and our basic source of revenue outside of the Federal grants—
aid and State assistance is the property tax.

We are a 60-percent tax-exempt city primarily because we are a
regional service center. Every Federal office building of any conse-
quence locates in Newark, and should locate in Newark because that is
where people can come for the Federal service—Federal office build-
ings, Veterans' Administration buildings, post office facilities—all of
these facilities are in Newark. They don’t pay property taxes. And we
don’t think that they should be any place else but in Newark because
that is where the people are and that is where the services should be
provided.

We have all of the State office buildings, all of the county office build-
ings, all of the educational institutions located in the city of Newark.
All of the cultural activities, all of the libraries. museums, the svin-
phony orchestra, and all of those things that people really sheuld be
enjoying are in Newark. They are tax-exempt facilities,

So when we talk about a city that has to provide basic services. we
are not just talking about providing basic services to those people who

45-084—79——8
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sleep in the city of Newark at night, who own the property in the city
of Newark, but we are also talking about providing basic services to
the entire region.

The loss of the anti-recession moneys has seriouslf affected our
ability to provide the basic services to those peo;l)le who live in Newark
and to those people who visit and those people who do business in
the city of Newark and to these people that travel because of our less-
ened agilit,y to help the import/export facilities, and Newark Airport
and Port Newark, all of which are within the city boundaries.

So we are talking about not a question of give us something we don’t
need. It is a question of providing to a city like Newark and other cities
in this country the ability to provide basic services to all of the people
who use tha, particular geographic area.

I don’t think it is important for me to read all of this statement, Mr.
Chairman. I would appreciate it if you would accept it for the record
in its totality, and if there are any questions later, we would be glad to
respond to them, and I would like to end my statement at this point by
saying again that we appreciate the opportunity to be here.

Ve in New Jersey are very proud of you, Mr. Chairman, It is very
good to come to Washiniton to see you here. To see you in New Jersey
1s great, but to see you here representing the State of New Jersey is
much greater. Thank you very much.

Senator Braprey. Thank you very much for your statement. I can
personally attest to what you have said because of my time in the city
of Newark and familiarity with the area. Without objection, your
full statement will be inserted in the record.

We will hold our questions until all the members of the panel have
finished their opening statements, but I would personally like to thank
you for taking the time to be here.

Mayor Bowen ¢

STATEMENT OF HON. KENNETH BOWEN, MAYOR OF LAFAYETTE,
LA,

Mr. Bowen. Mr. Chairman, Senator Bradley, and our own Senator
from I.ouisiana, the senior Senator, Senator Russell Long of whom
we have many reasons to be proud and thankful in this country for the
service he has rendered over the years, not only to Louisiana but to
our country.

I come to you today as the mayor from the city of Lafayette, La.,and
I am testifying on behalf of the {I.S. Conference of Mayors. Thank you
for this opportunity to participate in these hearings on targeted and
anti-recession fiscal assistance programs.

For the past 4 years now, one of the highest priorities of the Con-
ference of Mayors has been the enactment of a program of counter-
cyclical fiscal assistance to make payments to local governments that
suffer serious unemployment and fiscal strain.

Fortunately for the Nation’s cities, the anti-recession fiscal assistance
program was enacted into law in 1976 and expanded and reenacted
again in 1977, However, at the end of fiscal year 1978, the program
abruptly expired in the final days of the session.,

This was due to the failure of the House to adopt the bill. The dis-
continuation of the program has had a serious impact on many cities in
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this country, resulting in local budget cutbacks, employee layoffs;, and
tax increases which could otherwise have been avoided.

_For _example, the Conference of Mayors: found that many large
cities in this country sometime in the fiscal year will have to cut jo%s
including the police and fire personnel which you have just heard and’
witnesses personal testimony. Chicago and New York are now faced
with the prospect of having to sell city owned properties. There are
many other cities across this country that are fkl)ndmg themselves in'
the position of having to raise taxes. Other cities are involved in the
prospect and the reality of closing and reducing hospital care, schook
facilities and the cut back of many other city services that are pres-
entli a part of our city responsibilities.

The loss of countercyelical funds especially for some high unem-
ployment cities has been simply staggering in its impact. Moreover, in
many cases the loss of funds was unexpected. Because of conflicting’
advice from Federal officials many local governments had included
unfortunately countercyclical funds in their fiscal 1979 budgets in the
expectation that the program would be extended. Then we received in:
December the word, and as a result, there were many forced cutbacks.

The Treasury Department also documented the impact of the loss:
of countercyclical funds, concluding that if the 48 largest cities of’
America were to replace their countercyclical funds with property tax
revenues, they would be forced to raise these taxes substantially.

Philadelphia, for example, would have to increase its tax rate by
67 cents per $100 of fair market value to compensate for what it would
have received in countercyclical nid in the current fiscal year. Similar-
ly. Buffalo would have to raise its tax rate by 50 cents per hundred of
fair market value. St. Louis by 46 cents, Baltimore by 58 cents, and
Pittsburgh by 66 cents.

Of course, a discussion of raising property taxes now is mostly
academic since cities are well into their fiscal 1979 year, and their tax
rates for this year have long since been fixed and established on the
local level.

Thus, the loss of countercyclical funds ‘ranslates into budget ad-
justments on the expenditure side—painful and costly reductions in
emlpl'oyméht and city services. )

repeat, in the balancing of the budget, it is the balance sheet that
read reduction in employment and city services.

Our city of Lafayette received under the program not a great
amount by the way, $94,000 in these countercyclical funds under the
program. While this loss is small in comparison to the dollars lost by
my fellow mayors in fellow cities across this country, it nevertheless
represents a significant. proportion of the city’s budget. =~

I think it is important to realize that it is not only cities in the
Frostbelt which are experiencing fiscal and social difficulties, includ-
ing high unemployment, inflationary pressures, and mounting budget
demands, Southern and Western cities are confronted with many of
the same problems. . ) o

It is interesting to note that the administration’s targeted fiscal
assistance bill would allocate a significant proportion of program
funds to high unemployment governments in the South.

On top of the loss of their own funds. many local governments were
also hurt by the loss of State funds which was a feature in: the pre-
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vious program. This is because some States passed on a share of their
countercyclical aid to local governments. They didn’t get it, local
governments didn’t get it. L . :

A program of fiscal assistance to local governments is urgently
needed. While the national unemployment rate continues to decline,
unemployment rates in many cities are still at recession levels. My
own city of Lafayette had a local unemployment rate of purported to
be 6.5 percent last year, Many other cities, including Newark, Detroit,
St. Louis, Buffalo, and Baltimore, suffer unemployment rates twice
the national average.

In view of the need for some kind of fiscal assistance, the Confer-
ence of Mayors is pleased that the President has sent to the Congress
legislation which would provide targeted fiscal assistance to hard-
pressed local governments, as well as a standby fiscal assistance pro-
gram in case of an economic downturn.

The mayors also commend this committee and the U.S. Senate for
the constructive action taken last year to shape and adopt a two-tier
program of fiscal assistance.

The bill which was adopted last year by the Senate has been reintro-
duced this year by Senators Danforth, Moynihan, Williams, Javits,
and Muskie, as well as by Congressman Rodino and 100 cosponsors in
the House of Representatives. While there are some significant differ-
ences between this Senate-passed measure and that proposed by the
administration, we of the conference are hopeful that these differences
can be resolved in a cooperative fashion.

For example, there 1s a difference in the funding levels of the two
bills, with the Senate bill proposing a somewhat higher overall level of
assistance, $340 million compared to the administration's $250 million
and in the fiscal year 1980, $150 million for targeted fiscal aid.

In part, this reflects a difference in philosophy, since the administra-
tion views its targeted fiscal assistance program bill as a phasedown of
the countercyclical program. The Conference of Mayors believes that
there is a need for the higher level of assistance and we are hopeful
that a sound compromise on funding levels can be achieved.

The other major difference in the bill has to do with the degree of
targeting a fiscal assistance program. Because of the higher unem-
ployment rate, 6.5 percent, required for eligibility under the admin-
istration bill, along with the $20,000 minimum aliocation, the admin-
istration bill would limit assistance to a much smaller group of local
governments than would Senator Danforth’s measure,

However, we believe the question of targeting can be resolved in an
efficient and amicable way especially since the two bills are closer on
this targeting feature than either is to previous proposals.

_ The other lpositive and we feel necessary feature of the administra-
tion proposal and the Danforth bill is their provision for a standby
program of countercyclical or anti-recession assistance.

Under the administration bill, assistance to State and local govern-
ments would trigger into effect whenever the national unemployment
rate is 6.5 percent or higher. Assistance under Senator Danforth’s bill
wc;uld be tied to a somewhat lower 6 percent national unemployment
rate.
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We feel there are three major reasons for enacting a fiscal insurance
program of this type. . .

Fglrst: It has come to be increasingly recognized that the State-local
sector has a significant impact on the national economy. In a time of
recession, State and local governments are forced to make budget ad-
justments, forced to make expenditure cutbacks and forced to find pro-
grams of tax increases. This worsens and heightens the recession. It
does not affect a cure or remove the problem.

Thus, it would appear it would make sense for the Federal Govern-
ment in its role of economic stabilizer to provide assistance to State and
local governments so as to prevent these procyclical fiscal actions.

Second: We believe it is important to have a standby program in
place ready to go, so as to provide for a timely and automatic response
to an economic downturn. Part of the problem with Federal stimulus
efforts in the past has been the lag time between the onset of & reces-
sion and the time it takes to enact the program. Lo

Finally: Various studies of the countercyclical program indicates
that it has been an effective and efficient vehicle for stimulating the
economy, stabilizing local budgets and targeting assistance to where it
is needed. Studies done by the Urban Institute, Peat, Marwick, &
Mitchell, and the Office of Revenue Sharing, among others, serves to
corroborate this view.

In summary gentlemen of the Senate, the U.S. Conference of Mayors
strongly supports a program of targeted fiscal assistance and a pro-
gram of standby anti-recession fiscal assistance.

We thank you for this opportunity you have given us to present our
views and we look forward to working with you and the Congress in
adopting a fiscal assistance measure.

Thank you, gentlemen. '

Senator Braprey. Thank you very much, Mayor Bowen. Because
Mayor Feinstein has not arrived yet, the panel will be joined by Mayor
James Griffin of Buffalo. Mayor Griffin? ,

STATEMENT OF HON, JAMES GRIFFIN, MAYOR OF BUFFALO, N.Y.

Mr. Grrrrin. My name is James D. Griffin and I am mayor of the

cit{ of Buffalo and T will make it as brief as possible, Senator.

would like to thank Senator Bradley, Senator Moynihan, and
members of the honorable subcommittee for the opportunity to empha-
size the importance and impact of anti-recession fiscal assistance on the
city of Buffalo.

The impact of the loss of anti-recession fiscal assistance has and con-
tinues to be a great hardship for the city of Buffalo. In preparing our
1978-79 budget, which covers the period of July 1, 1978, to June 30,
1979, the city’s budget department was advised to include some $3.5
million in anti-recession or countercyclical funds as revenue because
the program was to be continued.

T «till don’t know who the culprit was who told us that. Nobody is
owning up to it so far down here in Washington and sometime we are
going to find out who told us.

As we all know the $3.5 million was not forthcoming, nor was a
scaled down version which would have provided approximately $1.5
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.rp(i]llion to Buffalo. The city lost approximately $3 million in budgeted
aid.

As the city’s fiscal year draws to a close, every effort is being made to
Tecover this amount through not filling vacant positions and other
economies. For the purpose of illustration, the city’s budget division
estimates that if the $3 million loss would have been immediately
translated into layoffs, the city would have lost 193 full-time employees
iIn most likely the following proportions: 76 teachers, 29 police officers
26 firefighters, 39 sanitation workers and tradesmen and 23 manageriai
and clerical help.

The city is striving to minimize the impact of layoffs through attri-
tion and other economies.

_ It should be noted that the city’s work force has undergone a reduc-
tion of more than 28 &ercent since 1970. We lost 400 police employees
including 320 police officers since 1975. We lost approximately 300 fire-
men. From the street’s department we went from over 1,100 to under
600 here in 1979, and we lost 58 percent of our building employees
since 1970. A

A further reduction because of the loss of countercyclical funds
would sooner or later hamper the ability of the city to provide its resi-
dents with the basic services that it now supports. It should also be
noted that a recent Brookings study found Buffalo to be No. 1 in dis-
tressed cities based upon 1975 conditions.

1 would point out in addition that the city of Buffalo has been se-
verely affected by what we call the Hurd decision legislation in the
State of New York. It was an unconditional bill that they had us go
beyond our limits as far as our taxing powers were concerned. With
that. we had to have an $11.5 million loan from the State legislature
in order to carry on our work for this year.

The loss of antirecession financial assistance has also caused a prob-
1em for Buffalo in gaining access to the credit market. As I am sure

-you know, municipal creditors have become very sensitive in the past.
- few vears to unbalanced budgets.

When the antirecession financial assistance was not extended by the
95th Congress, Buffalo’s budget became unbalanced. The misgivings of
potential investors translate very concretely into a lack of funds for
capital improvements to the city. The recent scarcity of such funds has
been a great strain on the city’s capital improvement program.

The list of schools that require renovation, the streets that require
resurfacing, and the street lights and water and sewer mains that
should be replaced keep growing. In fact, Governor Carey was here
asking for aid for our waterlines in Buffalo. We have waterlines that
-are over 80 years of age and they will cost $450 million to be replaced.

The extension of antirecession fiscal assistance will add a sense of
-stability to Buffalo’s budget that will improve the city’s access to
the credit market and thus allow the city to provide needed capital
‘improvements. ‘

T cannot overemphasize the fact that Buffalo has made substantial
.efforts to reduce the costs of local expenditures in 1978-79. Expendi-
tures for all purposes except education has increased only 1 percent.
‘Further, approximately 205 filled positions have been eliminated
wwhich is 5 percent of our work force.
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In addition we have signed contracts with all the unions in Buffalo
for 4 percent over a 2-year period. Also we have initiated a number of
activities to expand our tax base and provide additional local revenues.
Further, the private sector, including the businessmen and banks,
have been working very cinsely with the city to revitalize Buffalo.

The banks were instrumental in our new 500-room waterfront hotel.
Qur businesses, large and small, are believing in Buffalo and boosting
Buffalo and working to create jobs for our citizens,

Our area is also strongly in the running for the new Rolls Royce
plant to be located in the United States. Thus, these are just a few
examples of what we are doing in Buffalo, but we cannot do it alone.

However, the local property tax base continues to decline—42 percent
of our property is tax exempt and we have lost 200,000 residents since
the 1950’s. Ninety percent of our homes in Buffalo were built before
11€~3§59 and most of them are wood. So you can see that we really do need

relp.

’IPhe extension of this program will also allow Buffalo to provide
a reasonable level of basic services while the tax base is being redevel-
oped. It is vital that the $1.5 million authorized by either the proposal
of Senator Bradley or the administration be enacted if we are to com-
pletely revitalize Buffalo financially and economically.

For these reasons, I urge the Senate, the House, and the President to
provide antirecession aid for Buffalo and cities like Buffalo.

Thank you very much.

Senator BrabpLey, Thank you very much, Mayor Griffin, Mr, Chair-
man, do you have any questions?

Senator Loxa. I would just liks to ask this question of Mayor Bowen.
Between making funds available to you through a countercyclical
revenue-sharing bill or making it available to you through CETA
funds, which helps to serve your pur}aose better ¢

Mr. Bowex. For the purpose of public works, I would say the
countercyclical is preferable in its application. But really, Senator
Long, I am here almost as a paradox in some measure because I do not
have the same problems as my fellow mayors do from Newark and
from Buffalo, as you know. I am the mayor of the oil capital of this
country, in our opinion, and we don’t have some of the impact that has
happened to cities across the Nation.

I emphasize countercyclical because I believe this is a tremendous
program of need to be filled in this country to impacted areas such as
Buffalo and Newark, and that is why I support personally the word
targeted in the proposed legislation, because I'think that is the key.
We have areas in this country that need assistance. Now to answer your
question, of the two, it would be difficult for me because we have main-
tained for the last 10 years a relatively stable unemployment rate in
the city of Lafayette, in the area of Arcadia, as you happen to know it,
in our State.

We have been fortunate in our Sun Belt in that they can attract peo-
ple to come. We have had growth. We have had a greater problem in
some areas than our fellow magors have had. But the impact has been
on the other side of the coin. Because we have had growth, because it
has been a growth picture where we have been unab%e to keep up with
the growth and the impact for countercyclical needs and employment
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needs to serve the growth areas is just as strong whether it is on the
declining side of the ledger or the need for more money to meet the
growth needs.

Of the two, Senator, I would think for public work features such as
the mayor of Buffalo outlined for $450 million of need, countercyclical
would fit his bill of goods or so it appears from his testimony.

I think bhoth of these programs meet important needs in this
country. CETA is another tool created with a good legislative mind
to help people who have needs. Now for some strange reason. we have
people who think it is not a good program or rather, that it is an
abused program. I don’t agree with those people. We contend where
there might have been abuses, attack the abusers, don’t attack the
program, The program is in the need that it sets out to serve.

So in a city like Newark, it might be CETA. In San Francisco with
the mayor coming in, it could be countercyelical. I am not equipped to
tell you a direct, specific answer. But those are my feelings.

Senator BrapLey. Thank you. One of the most interesting presenta-
tions that we had yesterday was from Richard Nathan of the Brook-
ings Institute. He revealed that if the administration’s proposal were
adopted, in 1979 dollars that amount of funds would replace only 14
percent of what Newark received in 1977 from countercyclical and for
public service jobs.

The point is that we are not talking about as significant an amount
of money compared to what was flowing to cities during the last 2
vears. Now one of the suggestions that we often hear is that the local
municipalities should make up for the loss of these funds from the
property tax. One of the things that you gentlemen have talked about
1s the difficulty of that because of the tax-exempt status of large sec-
tions of your communities.

C'ould you be more specific as to what that would do to your tax rate
and speculate as to what that might do to your ability to attract jobs
to replace those public service jobs?

Mr, Gieson. Senator, I would like to respond to that tax problem
because it is important to put as much of these tax questions in per-
spective as we possibly can. True we don’t have the same tax problems
around the country. But in Newark besides the fact that there is 60
percent of the city that is tax-exempt which I referred to, and that is
a critical problem. You talk about 40 percent of that land area now
being hit with an increase in taxes which in my opinion, and we can
show what has happened over the years when you.increase that prop-
erty tax beyond certain reasonable levels. People stop paying the taxes.
Our percentage of collection declines.

. We estimate say a collection rate of 90 percent for the year. As you
increase the property tax, that collection rate drops almost in direct
relationship to the increase in tax rate, That is No. 1.

After it drops to a certain point then people stop paying altogether.
The city then becomes the owner of all of these properties where the
taxes are no longer paid, We become, in effect, slum lords because as
you know those which we inherit, if you want to use that word, are the
worst properties in the city.

We then have to now provide heat and hot water to those people who
live in our buildings with money that we can’t afford to pay. Then
we now tax the other people more in order to support these run down
properties.
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Beyond that we have the private sector which is a strong base of our
community who now continue to get hit with these property tax in-
creases and when they sit in their board rooms, they start to raise very
serious economic questions. At what point do they decide to leave the
city. We continue to increase the property tax rate. We inherit slum
properties and we force business to take another look economically
whether or not it is in their best interest to stay in the community.
That is a no win situation.

Senator BrapLer. Mayor Griffin. ‘

Mr. GrieFiN. Because of the decision I just mentioned, the HURD
decision, in the State of New York, we can’t raise our property taxes
any higher than they are at the present time. There might be some
leeway in the equalization rate and we might be able to raige it just
slightly, but right now in the city of Bu§alo, we are paying $76 a
thousand in city property taxes,

We are paying approximately $35 a thousand in county taxes. We
are paying a 7-percent sales tax. We are paying State income taxes.
And right now, we are probably the highest taxed State in the country.

If you think business is coming into any location where people are
raising taxes, then it won’t be New York State. What we have here is
a briﬁht future in Buffalo. The bankers in Buffalo have just commit-
ted themselves to over $10 million for a waterfront hotel. We were one
of the cities to receive a UDAG grant the first time around.

_We hope to have another hotel in the very near future. Our theatre
district is booming. Our neighborhoods are going strong. People are
coming back into the city of Buffalo. But if anybody abandons the
city now, if the Federal Government does, that is going to hurt us.

Right now you have decreased CETA funds in the city of Buffalo
$6 to $8 million. There is talk about having a change in the revenue
sharing which is going to hurt the city of Buffalo. There is talk of
decreasing the small business loans, the 502 loans, which are very
supportive of the city of Buffalo. There is talk of a 30-percent cut in
312 rehabilitation loans which are loans that a person can receive over
20 years for 3-percent interest. There is talk of a lack of public works
funds. There is talk of mandates as far as air pollution 1s concerned,
and the Federal court judges are coming out with orders to put more
teachers on a payroll in the city of Buffalo.

Al these things are hurting cities like Buffalo at a time when we
need help. What I am saying today is take a look at the cities that
really need the help. In 3 or 4 years we won’t be down here asking for
help. But right now, now is the time that we are pulling ourselves up
from our bootstraps and everyone is working together, and that is
why we are here today. That is why I am here to day asking for anti-
recession funds. '

Senator BrapLey. Thank vou. I would like to welcome Mayor
Dianne Feinstein from San Francisco. We are pleased to have you
here on the panel today and look forward to your participation.

STATEMENT OF HON. DIANNE FEINSTEIN, MAYOR OF
SAN FRANCISCO

Ms. FrinstrIN. Thank you very much, Mr. Chairman and Senators.
I would like to apologize for my tardiness. There was no disrespect
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meant to the committee. From a small city of 7 square miles, the lo-
gistics of Washington is sometimes very complicated.

Senator BrapLeY, We are not responsible for that.

Ms. FeinsTeIN. I have been asked to make a statement on behalf of
the U.S. Conference of Mayors and on behalf of the gentlemen that
sit on the right and left of me.

That statement is in writing, Mr, Chairman, and I would like to
submit it for the record.

Senator BrabLEY. The statement will be inserted in the record.

Ms, FeinsTeIN. Perhaps I can just talk to you very briefly from the
- heart as someone who is & new mayor, 3 months in the job, Krst trip to

Washington, of what I see and how I have seen it for the past decade.

In the mid 1960’s, I think most of our cities were plagued by some-
thing that none of us ever expected on the American scene and that
was a series of riots, In California there was Watts, there was Oakland,
there was San Francisco and Hunters Point. '

From those riots an urban partnership was forged between the cities
and the Federal and State Governments. Suddenly we hegan to look
at each other and we said how can this cancer of unemployment which
runs as high as 40 or 50 percent among our minority young people in
all our cities—my city is 50 percent nonwhite—how can we look at the
American dream and say that it is, in fact, the American dream while
houses and businesses are being burned by people who feel that they
have no place in this dream.

You have a budget, a budget which in essence makes up a substan-
tial portion of the deficit from programs that are related to jobs, to
welfare and social programs which benefit our city.

What I say to you 1s that you are, in effect, truncating the partner-

_ship which was broached between the Federal Government and those
of us on the local scene if you do not add to that budget. I believe
that you have a mandate from the people to do so because the fact of
the matter is that the heartland of this great country is no longer the
Agrarian belt. it is the urban cities because that is where the problems
are, that is where the dispossessed are, that is where the jobless are.

We who run those cities are prepared to carry our share of the
burden, and, in fact, we do, because we get the flack. We don’t have
3,000 miles to separate us or 90 miles to our State capital. We are
right there on the line every day.

In California the situation is particularly exacerbating because the
electorate did, in fact, accept proposition 18 which was a mandate to
retailor and restructure government into a smaller package.

San Francisco did not vote for proposition 13. We rejected it, and
the people of San Francisco expect full services, but we have 157 mil-
lion less property tax dollars to provide those services despite the
fact that we receive on a temporary basis State bail out moneys, we
cannot raise new taxes. We cannot enact new taxes because any new
tax must go before the electorate and be voted positively thereon by
two-thirds of the electorate. It is difficult to do if you have a 60-percent
turnout.

This presents us with very real problems. Our capital improvements
which in California are funded on the basis of bonds, we don’t fund
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the way New York City does, all capital improvements are general
obligation bonds where the full faith and credll)t of the city is pledged
and the debt is amortized over a period of years.

We can no longer float these bonds for capital mt\}prqvements._So
that is where countercyclical moneys become very effective em;,bhn[g1
our Government to continue to maintain governmental plants an
hopefully the maintenance thereof that are important and critical.

Many of us have used CETA. lgg own city experiences a 56-percent
cutback in the CETA program. We will have 2,500 summer 1obs cut
off. We have, for example, 300 units of housing out at Hunter’s Point
that we were hoping to finish, The foundations are there, the roads are
there, the sewers are in, and HUD is telling us and I am pleased that
there is a distinguished assistant secretary from HUD sitting behind
me, but HUD is telling them go build them in nonimpacted areas and
renege on your commitment to this community. . .

We are not going to do this, If you expand the Section 235 with the
limits from $44,000 to $55,000 we can bring those units in for home
ownership. They have been redesigned twice with the average cost of
a single-family house in San Francisco being $72,000, the hi hest cost
of living city in the State. We cannot do it without State help.

In essence what we are saying is that this partnership which was
forged a decade ago must be maintained by the Federal Government.
We on the local level, and my budget is about a $1.5 billion, $552 mil-
lion of which are Federal moneys. Those Federal moneys are critical
in maintaining a full-service government.

I would point out to you that San Francisco has the largest concen-
tration per capita of senior citizens of any city in the State of Cali-
fornia. One of the problems that takes place when you lose your mid-
dle class is that your minority, your elderly, your dispossessed grow.
in number. X

So the city must have your help in reversing these trends. We must’
have a CETA program which has the wage supplement in it for us or
else we are wiped out of CETA. We now have 1,100 civil service classi-
fications from which we can fill CETA positions. If the wage supple-
ment is not added, we will have but one and that is junior clerk which
means that we will not be able to use the CETA program,

We have had a very high ratio of success, 90 percent of CETA appli-
cants are disadvantaged by Federal standards. We want to continue
this partnership with the Federal Government.

As Mayor Gibson said, 60 percent of his city is not on the tax rate;
50 percent of the land area of San Francisco is not on the tax rate. It is
either streets or parks or Federal institutions or whatever, but it is
not on the property tax rate. So the ability of you gentlemen to remem-
ber that it is human, not inhuman, to return our fair share of the tax
dollars to us is a very, very important concept.

In essence, what I am doing on behalf of the Conference of Mayors,
more ({)recisely in writing than in rhetoric, is asking you for your con-
tinued cooperation. We need those countercyclical moneys, we need
‘the employment programs, Most of us are going to have unemployed
rates well over 6 percent this next year.

Senator BrabLey. Thank you very much, Mayor Feinstein. Sena-
tor Moynihan#
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Senator Moy~inan. I would like to welcome all the distinguished
panel, and of course, especially our own Mayor Griffin from Buffalo,
and to say that you witnesses are being heard. But, as you know, there
is a discord in what we hear from the country about these matters.
And it is making for a certain amount of confusion here in the Con-
gress, if not on this committee. I think we are all in favor of these
things. T have introduced the President’s countercyclical revenue-shar-
ing bill and have introduced a bill to continue the existing revenue-
sharing program itself. ‘

But we keep hearing from the rest of the country that we must
have a constitutional amendment, requiring the most rigid restraints
on what it is we do—a constitutional amendment which few can de-
fine. It basically involves writing algebra into the Constitution. I
would have more faith in the proponents who proposed the measure if
I thought they knew algebra. But in any event, they know the public
mood when they hear it.

I wonder if Mayor Feinstein could tell us. We hear from California
that there is great support for the idea of a constitutional amendment.
As a matter of fact, we hear little else. How localized is that? What
dg you t}?ﬁnk about it? What do any of you honorable gentlemen think
abont it ‘

Ms. FeinstrIN. Senator Moynihan, obviously the governor of the
State of California believes very strongly in a constitutional conven-
tion and a mandated balanced budget is in the best interest of the
country. I do not share that concern. I think a constitutional conven-
tion would be fiscally irresponsible, very difficult, would subject this
country to protracted chaos and could spend 3 years debating the right
to bear arms plins any number of other subjects. _

The basies I believe is that most of us have a poor and a dispossessed
constituency and we are in Government because we want to help people.
One of the great prides of being American is that we have a respon-
sive Congress and the Congress responds to the sounds that they hear.

Senator Mov~N1HaAN. If T might say, that is your problem. You have
a responsive Congress. And it is scared to death of what it is hearing
out there.

Ms. FrINSTEIN. So we are asking for your help. If your question was,
do T support the constitutional convention concept, the answer is no.
Is it desirable to achieve a balanced budget, the answer is yes, but
again at what risk, and how do you build in provisions for recession,
depression. and helping the poor.

Senator Mov~rrran. This is our point—that the answer is sometimes
yes and sometimesno. '

Ms. FeinsteIN, That js correct. T would agree with that.

Senator Moy~xtHAN. There is a great mystery that maybe vou could
try to explain to some people in Sacramento—that the unit of time
of an industry economy is not between April when von plant the corn
and QOctober when vou harvest it. That agricultural cycle of 1 year is
not the way an industrial economy works. It works on about a 3, 4
or 5 year cycle and we have learned something about expanding
the Federal sector when the private sector is contracting and vice versa.

We haven’t been very good at vice versa because we have only had
eight surpluses in 45 years. But still, we understand the principle, and
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to abandon the principle because we can’t put it into practice is a
pretty primitive response, I think. I don’t know why I am lecturing
you—you agree with me.

Woe are very glad you are here. We are going to have to fight hard
for this. I am making a speech, Mr. Chairman and I will stop, but I
just think that an awful lot of the States that have passed this leg-
1slation or callied for this amendment are States that do very well out
of the Federal budget. I would hope that they would understand that
there are States like New Jersey and New York for whom the Fed-
eral budget is no bargain.

If you want to reduce the Federal expenditures to those required to
maintain the U.S. Navy and to pay the interest on the public debt, New
York would be considerably better off. We have spent two generations
supporting public policies which improve the lives of the people who
live elsewhere, because we have been under the impression that they
were also Americans, and were Americans before we were New
Yorkers. If in the end it tuvns out at this point that we were just fools,
T think the people might be surprised at our capacity for such irre-
sponsible behavior, too. To this point, you can depend on us to say, “No,
we will not wreck the Constitution; no, we will not let people_go
hungry ; no, we will not let the cities go broke.”

But that is putting a heavy strain on the rationality of a few re-
maining States. If it weren’t for people like Mayor Gibson and Mayor
Griffin, the entire pack would be howling to undo the social progress
of the last half century, and it doesn’t say much for us at this point.
But thank goodness you are there, '

Thank you, Mr. Chairman.

Ms. FeinsTeIN. Mr. Chairman, I just want to clarify something for
Senator Moynihan. California did not pass the resolution calling for
the constitutional convention. )

Senator Mov~x1aN, Not because there weren’t those who tried. I
might just say that California has been able to have a lot of fun with
this because. for example, in the last fiscal year, although New York
&nd California are about the same size, we in New York State received
$13 billion less in Federal outlays than California did. California re-
ceived $47 billion and New York got $34 billion, a difference of $13
billion. So don’t be surprised that you sat on a surplus of $6 million in
Sacramento. About half of that was ours.

You should know that in our part of the world that seems to us to
be behavior that is eccentric and a little self-indulgent.

Ms. FeinsTEIN. I am not running for President, Senator. I an: just

trying to be a— .

Senator MoynimaN. Why aren’t you running for President?
{Laughter.]

Thank you, Mr. Chairman.

Mr. Brabrey. Mr. Bowen.

Mr. Bowen. It is interesting, Senator, you speak of the agricultural
cycle and maybe in partial answer to what you are suggesting is that
we are reaping what we have sown in public opinion.

I will make an effort to attempt to answer what you have posed as
a question, what is out there? I am out there and I live in what was at
one time an agrarian state dependent totally upon the outpat-of labor

B



122

in the endeavor of agriculture, that is hopefully going to becéiiie €0
some extent more industrialized with tﬁe yield of an industrial
economy.

It is providing the energy source for this country and not being prop-

erly compensated for domﬁ so, but I think that the point I want to
make to you, Senator, is that the countercyclical program on whose
behalf we appear here today is really going to become a ping pong ball
in this philosophic war, as you put 1t, on top of the table for us. What
1s out there is not philosophy, but people who don’t understand, as you
obviously understand, your job and your role as a Senator and under-
stand the mechanics of a free society and Government as it is practiced
each and every day across the 50 States. They don’t understand this.
. I would suggest to you that if you watch the networks and see what
is fed our people in this country in terms of the problem as you outlined
it so eloquently and accurately, I don’t know what other response we
are going to get other than they would think, if you understand the
Cagen mentality, that they are getting back less than they are giving,
7o matter what amount of what quantity they give.
_ They would like to get more of it back. I would suggest Senator
Tong is probably one of the most capable men of understanding that
‘mentality from our State where we are just for the first time in the
‘State of Louisiana going to receive our tax bills, we received them in
January, because we have been the beneficiaries of an oil economy,
of a natural resource in our State.

T don’t plead ignorance but I plead an unawareness, if von would,
at this time. We were not even aware of some of the problems that
my good friend, the Mayor of San Francisco has experienced in her
voung 3-month lifetime as a mayor because of the same reasons.

But we are one country, Senator Moynihan. I would suggest that
maybe we are going to weld once again a one country unified mentality
hecause of adversity. In this case, it is an economic condition that we
find ourselves confronted with at this time and in this country. We
are going to relearn that there are 50 States in America, not just one
piece of real estate called New York, and give me what is mine, and
to hell with you.

That has been an attitude that has developed in this country. It
erupted in some matters of which the mayor pointed out in good pieces
of real estate like California. Other places didn’t have that so ean’
understand the problems of California. I am not trying to sugeest that
there is an easy solution. I would like to reinforce that in the areas
of this country where there are people problems that exist right now
while we are talking together, that that problem exists and will not go
away without the assistance that has been stated here. A forged part-
nership is absolutely necessary and imperitive to continued improve-
ment 1n the quality of life of Americans who have individual and
unique problems inside of cities. I
" T would just ask that you again help us and understand. as we know
that you do in this body here, that the problems that face this country
are real. They affect real people. They are now. They are not going
to go away unless somebody digs in and helps. And most of those
problems today have relocated themsélves as has been said here in
Newark, Buffalo, and San Francisco. They even have some of thase
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problems, Senator, in Breaux Bridge, La., and I would suggest to
you ltxhat we will only solve them by working together to help one
another.

Senator Loxa. I thought all the problems in Breaux Bridge went
away when the crawfish came in.

Mr. Bowex. They are in season right now, Senator, and they have
never been better.

Senator BrabLEY. Senator Durenberger

Senator DvuvreNBerGeErR. Thank you. T really appreciate Mayor
Bowen’s picture of where we are all sitting because if you have a
frustration as a mayor of a city, I hate to compare it with the frustra-
tion of people like Bill and I have in the first couple of months being
here in the U.S, Senate, being pulled as many directions as we have.

One of my handicaps is trying to deal with little pieces of a big
problem and I appreciate the fact that it is difficult for each of you to
come in here and do the same thing.

I think now I have listened to seven mayors in the last 2 days and
the message is basically the same and it comes from the heart as well
as the head. It says wg need financial resources. YWe are a tool or an
instrumentality of State government. We have limited access to funds.
Most of it is the property tax. Once in a while they will let us piggy-
back or they will give us the grant paid program or a property tax re-
lief program out of a State income tax or something like that.

But this year I am sitting here coming from a State that is going
to cut out of this program and I want to go to bat for general revenue
sharing next year. I want to go to bat for CETA. I want to go to bat
f]or 312 housing rehab programs. I want to go to bat for all kinds of
things.

Bﬁf before I go to bat for this program, I really need to know how
and why a revenue-sharing program which is tied solely to unemploy-
ment is one of the best ways t{o meet the needs of the cities. T can under-
stand that unemployment hits hardest at the oldest, at least generally,
and so forth, but I guess I would appreciate just a little more en-
lightenment about this and I have looked at a little bit of the rationale
and pardon me for saying it, but it is not convincing.

I would really like to see why it is important for us to vote & million
of dollars for a program that is solely triggered to unemployment when
I would rather put it into manpower programs, employment programs
and things like that particularly now that I have to go back to Minne-
sota and say you are only getting $62,000 instead of $6 million, I gave
$340 or $250 million to 41 cities other than those in Minnesota and
that is part of my frustration.

Mr. Bowex. Let me make an observation. In our own personal case
sometime in the last 2 months, we were sent from some region into
our city and this is the CETA program which I support in philosophy
because I think it is a geod, we]igmotivated program, we were sent
$800,000, Senator. I did not request it, didn’t ask for it, didn’t want,
couldn’t spend it, didn’t need it and was not eligible.

Senator DURENBERGER. Did you take it ¢

Mr. Bowex. No, sir, I sent it back. Let me say this to you. I strongly
believe that in many cases the questions you are asking right now
could be removed if we removed some of the red tape and bureaucracy
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attached to the well designed, well planned, well motivated programs
that the Congress does put together sincerely.

1 am not too sure if they found out what to do with the money
I sent them back that I didn’t want and that I wasn’t legally eligible
to receive, But they sent it to me. And then when I report it, the bottom
drops out. The key word in my opinion and the reason I would like
to have you understand that I am here personally and governmentally
is that there is an honest need in targeted areas in this country and
that this program will help because it is targeted.

Don't send money to me if I don’t need it. Don’t let some bureaucracy
just pick out and wet their finger and turn a page theoretically and
say, loday we will send some to them because they might like us tomor-
row. I don’t need it. It runs up a bill. For every dollar they sent me,
I would advise the bureaucrats, it costs some taxpayers $8 to find one
and you would take 40 years hopefully to pay it back in the Federal
debt. Give it to somebody in Detroit, in New York, or Los Angeles, or
San Francisco, where that money is rieeded and will help.

I have needs, and we can spend some of this money. But again I think
that we have a time in our country when we need to sit back and look
at our resources, economic as well as physical, and natural resources.
There are needs in the country that are real, Senator.

I hope that you can find a way to get the answer to that.

Senator Brabrry. Mayor Griffin ¢

Mr. GriFrFix. Senator Durenberger and the mayor, I think you have
both hit the nail on the head. You mentioned pieces of the whole, and
that, I think, is what we are trying to bring out, and the mayor men-
tioned, don't send the money that he can’t use, and mayor, I will
take that $800,000.

You get back to the CETA program. We lost $6 to $8 million and I
could probably live with that loss because we developed a program
that the Chamber of Commerce has taken over—part of our CETA
program. They have put in private employment one and a half persons
a day since the first of January of this year into private employment.

T ‘think when CETA started out, it was doomed to failure, It
said that the mayors are the prime sponsors and we have responsibility
for runnine the CETA program and yet, the Congress will not let us
run the CETA program. I think we could do a pretty good iob.

Tt is the pieces as a whole. Senator. The mayor from San Francisco
mentioned HUD housing. Tt is my understanding that there is just
so much money. If T wanted to have some housing in Buffalo. T will
got the same amount of money as say building a home in Florida. The
climatic conditions are different in Buffalo than, let’s say, in Clear-
water. Fla.

Mr, Bowex. Or Louisiana.

Mr. Grirrrx. The housing costs are higher. Labor costs are hioher.
So don’t give me $20.000 in Buffalo and sav that yvou have to bnild the
same home with that $20.000 as the home in Clearwater, Fla., becanse
it eon’t he done.

The resnlt is that peonle get poor housing. T have seen it. You can oo
un to Buffalo and see the same housing and T have argued that point
all the way down the line. If people in the Federal Government wonld
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ask mayors what they need, not what they want, I think we could have
a good close relationship.

We had our own proposition 13 in the city of Buffalo in that so-called
HURD decision. We lost $11.5 million in taxing power and we can
make that up in time but you have to give us time.

You can’t say, here is a loss of $3 million as what happened in the
anti-recession funds, and say, you have to make it up. If they had said,
all right, you are going to have a loss of $500,000 this year, and $500,000
next year and $500,000 the year after that, we could get along through
attrition of employees and savings that we can do right in our cities,

Again, I am here today just to say, look at the areas, not only look
at unemployment, but look at the loss of say the residents to an area,
look at the old homes that some cities have more than others. There is
u criterion that we could all come up with that would be fair for every-
body. Then give us the money with strings attached. We are respon-
sible. But I think we know what to do with the money more than
gsomeone who is far away from our localities,

Senator DURENBERGER. Is the value of this program that unemploy-
ment is only a trigger in effect, but when the money gets to you, it is
your judgment as to how best to spend it to meet the impact of reces-
sion or inflation or whatever on your community. Is that the basic
value of your supporting the countercyclical revenue-sharing
program ¢

Mr. GriFrin, Yes, it is a general revenue for us.

Senator DrreNBERGER. Then why aren’t all the mayors in here ask-
ing for the billion dollars that was there the last 2 years rather than
settling for $250 or $340 million?

Mpr. Giesox. Senator, don’t get the impression that we have come to
settle for any figure. I think the important thing here is that the last
time that we met with the executive branch of Government, the word
was no support of the anti-recession measures. We have come a long
way from that point to now. We are here talking about principle and
concept not dollar ceilings hopefully.

I think Senator Bradley and I don’t know how many of vou joined
in that statement yesterday when Senator Bradley talked about dollar
figures and appropriations. We think that flexibility in this program
is very, very important for us withont all of the guidelines that say
this pot of money is only for helicopters or this pot of money is only
for sidewalks, but this is a general fund which can be used based on
the needs of that particular locality.

T don’t think anyone here has said that we think that the administra-
tion’s bill is enough frankly. It is a long way as Senator Bradlev
pointed ont, a long way from what we received in the old bill. But it
18 better than where we were back in December.

Senator Moy~NraaN. Would the Senator yield on that point?

Senator DureNBercer. Certainly.

Senator MoyNiHAN. It seems to me that it might be useful to state
what you might call the general theory of revenue sharing as it began
when it was first talked about wunder President Johnson’s
administration,

It was Mr. Peckman of the Brockings Institution who was the
theorist if you will, and President Nixon proposed it and it was adopted

435-084-—79——9
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under President Nixon. But the idea of revenue sharing starts out
specifically with the effect of the Federal income tax on the distribu-
tion of public resources, That is, for every dollar that the gross
national product increases, the revenues of the Federal Government
increase by about $1.40 or for every 1-percent increase in GNP, you
have about a 1.4-percent increase in the resources of the Federal Gov-
ernment. It is because of the graduated tax.

However, this produces less than a 1-percent increase in the revenues
of Buffalo, Newark, and San Francisco, and I suspect it’s probably
true for your city, Mayor Bowen. Your property taxes are or tend
to be sluggish—they don’t change that much. They increase by less
than 1 percent. But a 1-percent increase in GNP usually generates
a 1l-percent increase in demand for Government itself as well as for
everything else—so the Federal Government is constantly sucking
up more money and leaving the local governments with relatively less,
and this was beginning to distort federalism more and more.

You used to not see mayors at a hearing in the Senate Finance Com-
mittee. This is a new thing. You used to not hear Governors. I was
secretary to the Governor of New York in the 1950’s and I can tell
vou the number of times the Governor of New York went to Wash-
ington. We worried abont extra underwear, did he have traveler’s
checks and was the water all right. It was a big event because this
particular distortion had not commenced. Pretty soon you had the
Federal Government involved in the details of sidewalks, helicopters
and things like that. That just didn’t happen. There never would have
been a hearing like this 20 years ago.

It was meant to have it automatically flow, automatically return some
of that extra money of the Federal Government so you didn’t distort
the Federal system. Otherwise, you would end up with everyone sitting
in Washington.

Then there is the countercyclical bill, the kind we are talking about
in Senator Bradley’s committee today. This has a second theory
which is a different one. It is that there are some parts of this country
that are not doing well when other parts of the country are doing very
well. This is not something that anybody can argue with at the level
of very exact proof, but it gets to be more and more clear. One of
the reasons they are not doing very well is the Federal Government
is taking out much more money in taxes from those jurisdictions than
it is returning.

It is just not in the nature of the expenditure of the Federal Goy-
ernment to be evenly balanced and you can tell when it is not evenly
balanced because when it is not there, you have a dead city. And when
it is there, you have a boom town unless you have oil. That is the only
alternative. And the unemployment rates show it. . . )

This is an effort to compensate those cities and regions which basi-
cally are being drained of Federal resources for what otherwise are
legitimate national purposes. If you decide that you are going tos nd
defense moneys on a per capita basis, you are going to waste defense
money. You spend it where you think you will get the most efficient
return but that means you leave a place like Buffalo in bad shape.:

As you know this Committee on Finance is basically a seminar in
political economics.
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Senator DureNBERGER. That just reminds me and it is presumptu-
-ous to remind the Senator from New York that I was once too a sec-
retary to a Governor in the late 1960’s and I think the first time I met
you, Senator, you were in a Republican administration as I recall.

Senator Mox~N1raN. Right, proposing revenue sharing.

Senator DurReNBERGER. And we somehow, because Walter Heller
‘was from Minnessota, discovered. all of the values of revenue sharing.
Senator MoyN1HAN, If he didn’t, he would be sure that you did.

Senator DurensercER. Right. Thank you.

Ms. FeinsteIN. If I may, Mr. Chairman, to Senator Durenberger’s
question, with respect to what the trigger device should be, I was very
struck by the Brookings study that came up with certain criteria for
so-called distressed cities because many of us have never looked at it
from that particular view, and I think that with respect to need the
Congress does need to decide what need means and attach some cri-
teria and unemployment should not be the only one, physical struc-
tures, the age, the kinds of sewer systems, what kinds of job programs,
commuter versus noncommuter, suburban versus urban, whatever the
criteria are, they need to be set,

Then I think the Congress does a great service by allowing local
decisionmakers to make the decisions to how best use the money.
Because one thing we found is a program that will work in one city
won't necessarily work in another city. We have to have that flexibility.
In that way you are going to save money. We are going to have to be
on our mettle because we are not going to want to make bad decisions
with this money, and I think overall, it will mean a better use of money
for the taxpayer.

Senator Braprey. I think you make a very good point. While unem-
ployment might not be the finest tuned instrument for cities with 14
percent unemployment, it certainly is a good distress signal.

I would like to thank all of the mayors very much for their partici-
pation today I think you have added a great deal to this debate.
‘Thank you.

[ The prepared statements of the preceding panel follow :]

STATEMENT OF MayYoR KENNETH A. GIBSON OF NEWARK

Good afternoon. I am here to testify today about the importance of a specific
type of revenue sharing, that is, the anti-recession fiscal assistance program.

The anti-recession program which died in Congress this past fall had a devas-
tating effect on Newark. We had been receiving almost $11 million a year under
the program and used that money for basic city services. When the program was
not renewed, we in Newark were forced to lay-off 441 municipal employees, 200
of those 141 were police officers, regular police officers and some basic services
were eliminated altogether, such as recreation programs, drug treatment, manual
street sweeping and police responses to non-essential calls.

The $11 million represented about 10 percent of the city's operating budeget.
In addition to laying off 441 city employees, we could not fill 120 vacancies, Thus,
Newark was left 561 employees short because of the loss in anti-recession money.

As you all know the program was designed to combat the effects of the reces-
sion, particularly the high unemployment rates associated with that recession.
The recession 1Is not over in Newark or in New Jersey or in many parts of the
country. Unemployment rates remain high throughout New Jersey and in Newark.
We have a 14 percent unemployment rate. One cannot assume that an upturn in
the national economy accurately reflect the local economy. In fact, it does not.

As a Mayor, I found it very difficult to explain to Newarkers why Congress
failed to re-enact the anti-recession legislation when Newark was still in the
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recession. To make matters worse. the city was forced to increase
;‘:;dgﬁog;r?y tax rate from $8.99 per $100. Assessed valuation to $9.59. This was
a substantial increase for Newark property owners.

The pressures of inflation drive costs up the city, like any other consumer,
must pay these increased costs. Many are beyond our control, such as fuel, pen-
sions, and insurance. Once these costs are met, there is not much money left in
the budget. Sadly, the city was left with no option but to cut services, lay-

loyees and raise taxes.
OffletxlnoI not have to tell you what this means when compounded by cuts in other
Federal programs. In the last few years, we have been meeting with some
suceess in turning Newark around, stabilizing the city, encouraging residents and
businesses to stay in Newark, and even attracting some new ones. We are in
the midst of a major redevelopment program which faces imminent failure if
we have to make the tax rate confiscatory and cut basic services. In other words,
the loss of anti-recession aid threatens to undermine years of progress in re-

i ing Newark.
de;‘%‘ggxefmom, the loss has a spiraling effect, & dominoe effect. The loss of
aid leads to higher taxes for fewer services. More people become unemployed
because of layoffs. The city becomes less and less attractive for residents and
businesses. When they leave Newark, they take jobs and purchasing power:
away. This in turn leads to more unemployment and less economic stabllity.
The tax base shrinks so the few property owners who are left end up paying
more in taxes. Then they are discouraged from staying. The point is that with-
drawal of this vital Federal aid can cause & downward spiral which intensi-
fies and feeds on itself, thus plunging Newark into a worse recession. The with-
drawal of this aid has a highly recessionary impact. On its face, the anti-
recesston aid is vital, but in its effects, it is absolutely critical.

Currently, 60 percent of Newark’s land is tax-exempt because it is occupied
by government, religious and educational ferfilities. With only 40 percent of"
the land taxable, the tax burden is already u.fairly distributed. This should
not he compounded by higher taxes and fewer services due to the loss of anti-
recession aid.

Currently, the unemployment rate is 14 percent. This should not be com-
pounded by lay-offs and job losses associated with the lack of anti-recession aid.

T am confident that restoration of this aid would avert a potential urban
crisis. It is clear that with this aid, we were progres=ing exceptionally well. In
fact, the anti-recession fiscal assistance program should bhe thoroughly evaluated
by the Federal Government because it may prove to be one of the most success-
ful programs ever funded. The aid was nsed Judiriously and helped Newark
redevelop itself. Many positive effects resulted while we received the aid. We
were able to stabilize taxes, deliver quality services, fill most of the vital posi-
tions in city government, engender the confidence of the business community, re-
verse the residential exodus, and revitalize entire neighborhonds. All this achieve-
ment is lable to go down the drain with the anti-recession aid. These were long-
term achievements based on long-term efforts. The efforts were based on the
belief that we would have the tools to combat the recession. The fiscal aid was-
@ major tool. Now, we are left to face the recession without the tools. The
inevitable result will Le a deeper recession for Newark. Ironically, the continua-
tion of anti-recession aid will actually enable Newark to bring about an end to
recession by spurring the type of lon-term solid development that ends recessions.

It is very unfair to suddenly yank this money away when the recession has
not ended and unemployment is still very high, The ald program was intended
to iast as long as the recession and unemployment problem lasted. The problem
is still with us but the ability to fight it has been taken away. We, in Newark,
counted on this ald and did a lot of long-range planning based on the bellet"
that it would continue through the recessionary period. Ther, suddenty, without
due notice, it was terminated.

I Ruess the real question boils down to the commitment that Congress and
and the Senate have to depressed urban areas? Do they want them revitalized or
not? Do they want urban economies back on thelr feet or not? Do they want to-
provh:g the tools with which urban areas can terminate their local recessions
or no

Re-enactment of antl-recession legislation would indicate a favorable answer..

Thank you for the opportunity to testify here today.
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'STATEMENT oF MAYOR KENNETH BOWEN, MAYOR OF LAFAYETTE, LA, ON BEHALF OF
THE UNITED STATES CONFERENCE OF MAYORS

Mr. Chairman and members of the Committee, I am Kennoeth Bowen, Mayor
of Lafayette, Louisiana, testifying today on behalf of the U.S. Conference of
Mayors. Thank you for this opportunity to participate in these hearings on tar-
.geted and anti-recession fiscal assistance.

For the past four years, one of the highest priorities of the Conference of
Mayors has been the enactment of a program of countercyclical fiscal assistance
to make payments to local governments suffering serious unemployment and
fiscal strain.

Fortunately for the nation’s cities, the Antirecession Fiscal Assistance Pro-
gram was enacted into law in 1976 and expanded and reenacted in 1977. However,
at the end of FY 1978, the program abruptly expired in the final days of the
session—due to the fallure of the House to adopt the bill. The discontinuation of
the program has had a serious impact on many cities, resulting in local budget
-cutbhacks, employee layoffs, and tax increases which could otherwise have been
avoided. For example, the Conference of Mayors found that many large cities
sometime in this fiseal year will have to cut jobs—including police and fire
personnel—sell city property, raise taxes, close hospital beds, school facilities
and cut back other city services.

The loss of countercyclical funds especially for some high unemployment cities
has heen simply staggering in its impact. Moreover, in many cases the loss of
funds was unexpected. Because of conflicting advice from federal officials, many
local governments had included countercyclical funds in their fiscal 1979 budgets,
in the expectation that the program would be extended. Then, in December,
they were forced to make cutbacks.

The Treasury Department also documented the impact of the loss of counter-
cyelical funds, concluding that if the 48 largest cities were to replace their
countercyclical funds with property tax revenues, they would be forced to raise
these taxes substantially. Philadelpbia, for example, would bhave to increase its
tax rate hy 67 ceuts per $100 of fair market value to compensate for what it
would have recefved in countercyclical aid in the current fiscal year. Similarly,
Buffalo would have to raise its tax rate by 50 cents, St, Louis by 46 cents, Balti-
more by 58 cents, and Pittsburgh by 66 cents.

Of course, a discussion of raising property taxes now is mostly academie,
since citles are well into their 1979 fiscal years and their tax rates for the year
have long since been fixed. Thus, the loss of countercyclical funds translates
into budget adjustments on the expenditure side—painful and costly reductions
in employment and city services.

My own city, Lafayette, received $94,000 in countercyclical funds under the
countercyelical program., While this loss seems small in comparison to the
-dollar lost by other governments, it nevertheless represented a significant propor-
tion of our city budget.

I think it is important to realize that it i{s not only cities in the Frostbelt
which are experiencing fiscal and social difficulties—including high unemploy-
ment, inflationary pressures and mounting budget demands—Southern and West-
ern cities are confronted with many of the same problems. It is interesting to
note that the Administration's targeted fiscal assistance bill would allocate a
significant proportion of program funds to high unemployment governments
in the South.

On top of the loss of their own funds, many local governments were also hurt
by the loss of state funds. This is because some states passed on a share of
their countercyclical aid to local governments.

A program of fiscal assistance to local governments is urgently needed. While
the national unemployment rate continues to decline, unemployment rates in
many cities are still at recession levels. My own city of Lafayette had a local
unemployment rate of 6.5 percent last year. Many other cities—Including Newark,
Detroit. St. Louis, Buffalo, and Baltimore—suffer unemployment rates twice the
national average. .

In view of the need for some kind of fiscal assistance, the Conference of Mayors
is pleased that the President has sent to tbe Congress legislation which would
provide targeted fiscal sssistance to hard-pressed local governments, as well
as a standby fiscal assistance program in case of an economic downturn, The
Mayors also commend this Committee and the U.S. Senate for the constructive
action taken last year to shape and adopt a two-tier program of fiscal assistance.
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The bill which was adopted last year by the Senate has been reintroduced this
year by Senators Danforth, Moynihan, Williams, Javits and Muskie, as well as
by Congressman Rodino and 100 cosponsors in the House of Representatives.
‘While there are some significant differences between this Senate-passed measure
and that proposed by the Administration, we are hopeful that these differences
can be resolved in a cooperative fashion.

For example, there is a difference in the funding levels of the two bill, with the
Senate bill proposing a somewhat higher overall level of assistance—$340 mil-
lion compared to the Administration’s $250 million (and in FY 80 $150 million)
for targeted fiscal aid. In part, this reflects a difference in philosophy, since the
Administration views its targeted fiscal assistance bill as a phasedown of the
countercyclical program. The Conference of Mayors believes that there is a need
for the higher level of assistance and we are hopeful that a sound compromise
on funding levels can be achieved.

The other major difference in the bill has to do with the degree of targeting of
fiscal assistance. Because of the higher unemployment rate (6.5 percent) required
for eligibility under the Administration bill, along with the $20,000 minimum al-
location, the Administration bill would limit assistance to a much smaller group
of local governments than would Senator Danforth’s measure. However, we be-
leve the question of targeting can be resolved in an efficient and amicable way
especially since the two bills are closer on this targeting feature than either is
to previous proposals. .

ANTIRECESSION ASSISTANCE

The other positive and necessary feature of the Administration proposal and
the Danforth bill is their provision for a standby program of countercyclical or
anti-recession assistance. Under the Administration bill, assistance to state and
local governments would trigger into effect whenever the national unemployment
rate is 6.5 percent or higher. Assistance under Senator Danforth’s bill would be
tied to a somewhat lower 6.0 percent national unemployment rate.
¢ There are three major reasons for enacting a fiscal insurance program of this

ype:

First, it has come to be increasingly recognized that the state-local sector has
a significant impact on the national economy. In a time of recession, state and
local governments are forced to make budget adjustments—expenditure cutbacks
and tax increases—which exacerbate the recession. Thus, it makes sense for the
federal government, in its role of economic stabilizer, to provide assistance to
state and local governments so as to prevent these procyclical fiscal actions.

Second, it is important to have a standby program in place, so as to provide:
for a timely and automatic response to an economic downturn. Part of the prob-
lem with federal stimulus efforts in the past has been the lag time between the
onset of a recession and the time a program is enacted.

Finally, various studies of the countercyclical program indicate that ft has
been an effective and efficient vehicle for stimulating the economy, stabilizing
local budgets and targeting assistance to where it is needed. Studies done by the
Urban Institute, Peat, Marwick and Mitchell, and the Office of Revenue Sharing,
among others, serve to corroborate this view.

In summary, the U.S. Conference of Mayors strongly supports a program of’
targeted fiscal assistance and a program of standby anti-recession fiscal assist-
ance. We thank you for this opportunity to present our views and we look forward
to working with you and the Congress in adopting a fiscal assistance measure.

STATEMENT OF JAMES D. GRIFFIN, MAYOR OF THE CITY OF BUFFALO

My name i{s James D. Griffin, and I am the Mayor of the City of Buffalo,.
New York. I would like to thank Senator Moynihan and the members of your:
honorable committee for the opportunity to emphasize the importance and the
impact of Antirecession Fiscal Assistance on the City of Buffalo.

The impact of the loss of Antirecession Fiscal Assistance has, and continues
to be, a great hardship for the City of Buffalo. In preparing our 1978-79 budget.
which covers the period of July 1, 1978 to June 30, 1979, the City’s budget depart-
ment was advised to include some $3.5 million dollars in Antirecession funds as
revenues because the program was to be continued. As we all know, the $3.5 mil-
lion was not forthcoming, nor was a scaled down version which would have pro-
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vided approximately $1.5 million to Buffalo. Given the fact that the total Buffalo
budget for the 1978-79 city budget year is approximately $272.9 milllon of which
some $70 million is requiréd for fixed costs such as pension costs, capital costs
and capital debt service, the impact is a severe one.

The City lost approximately three million dollars in budgeted ald. As the City's
fiscal year draws to a close, every effort is being made to recover this amount
through not filling vacant positions and other economlies. Since ARFA s not
budgeted to support specific positions, it is somewhat difficult to demonstrate
the severe impact the three million dolar loss will have on Buffalo. For the pur-
pose of illustration, however, the City’s Budget Division estimates that if the
three million dollar loss would have been immediately translated into layoffs,
the Ci{iy would have lost 193 full time employees in most likely the following
proportions:

Teachers - oo — 76
Police 0fiCerS oo e e eemeem 29
Fireflghters e 28
Sanitarian workers and tradesmen. ... ... _____ 39
Managerial/clerical __ .. ________ - ——— - 23

Total ... e ;e ————————————————— 193

The City is striving to minimize the fmpact of layoffe through attrition and
other economies. The Board of Education, however, has already been forced to
make substantial layoffs in this fiscal year.

It should be noted that the City's workforce has undergone a reduction of more
than twenty percent since 1970. A further reduction, because of the loss of ARFA,
would sooner or later hamper the ability of the City to provide its residents with
the basic services that ARFA supports. It should also be noted that a recent
Brookings Study found Buffalo to be the number 1 distressed city based upon
1975 conditions.

I would point out in addition that the City of Buffalo has been severely af-
fected by the Hurd decision which reduced the taxing power of the City of
Buffalo in 1978-79 by some $23 per thousand, or $23 million. Because the State
Tegislature enacted special equalization ratios for Buffalo and other large citfes,
the net decrease in taxing authority was approximately $11 per thousand or:
$11.5 million dollars. While the state provided a loan to make up the difference,
no such afd is expected to be forthcoming this year.

The loss of Anti Recession Assistance has also caused a problem for Buffalo
in gaining access to the credit market. As I am sure you know, municipal credi-
tors have become very sensitive in the past few years to unbalanced budgets,
When the Anti Recession Financial Assistance was not extended by the Ninety--
fifth Congress, Buffalo’s budget became unbalanced. Even though there was never
any doubt that the City would honor {ts debts, many investors took the three
million dollar deficiency to be indicative of unsound financial practices on the-
part of the City. The misgivings of potential investors translated very concretely
into a lack of funds for capital improvements to the City. The recent scarcity of
such funds has been a great strain on the City’s Capital Improvement Program.
The list of schools that require renovation, the streets that require resurfacing.
and the street lights and water and sewer mains that should be replaced keep:
growing larger. The extension of Anti Recession Fiscal Assistance will add a
sense of stability to Buffalo’s budget that will improve the City’s access to the
credit market and thus allow the City to provide needed capital Improvements.

I cannot over-emphasize the fact that Buffalo has made substantial efforts to-
reduce the costs of local expenditures fn 1978-79. Expenditures for all purposes
except education has increased only 1 percent. Further, approximately 205 filled
positions have been eliminated which is roughly 5 percent of the total workforce.
In addition we have initiated a number of activities designed to expand our tax
base and provide additional local tax revenues. Further, the private sector. in-
cluding the businessmen and banks have been working closely with the City to
revitalize Buffalo.

The banke were instrumental in our new 500 Room Waterfront Hotel. Our-
businesses, large and small, are believing in Buffalo and boosting Buffalo and
working to create jobs for our citizens. Our area is also strongly in the running-
for the New Rolls Royce Plant to be located in the United States. These are just
a few examples of what we are doing in Buffalo. But we cannot go it alone.
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As the local property tax base declines, federal financial assistance for basic
services becomes increasingly fmportant. Anti Recession Fiscal Assistance has
helped Buffalo provide a level of basic service which would not have otherwise
been possible. The extension of this program will allow Buffalo to provide a
reasonable level of basic services while the tax base is being redeveloped. It is
vital that the $1.5 million authorized by the Administration prorosal or the $1.8
million authorized by the proposal of Senator Moynihan be enacted if we are to
completely revitalize Buffalo financially and economically.

For these reasons, I urge the Senate. the House and the President to provide
antt recession aid for Buffalo and cities like Buffalo.

Thank you.

STATEMENT OF THE HONORABLE DIANNE FEINSTEIN, MAYOR OF SAN FRANCISCO,
oN BEHALF oF THE U.S, CONFERENCE OF MAYORS

Mr. Chairman and members of the Committee. Thank you for this opportunity
to participate in these hearings on targeted fiscal assistance and standby counter-
cyclical aid.

. For four years, the U.S. Conference of Mayors has had as one of its major
priorities the enactment of a program of Federal assistance to fiscally distressed
local governments, as well as a permanent countercyclical fiscal assistance pro-

gram to make payments to local governments during a national recession.

" The termination of countercyclical program at the end of the last fiscal year has
had a devastating and continuing impact on many of the Nation’s cities—all the
more critical because of the suddenness of the program’s termination. Many May-
ors had expected renewal of the program and consequently had already included
anticipated funds in their budgets. Then, when it become clear in November that
the money would not be forthcoming, they were forced to make drastic and pain-
ful cutbacks in local services, and to lay off employees.

The City of San Francisco was particularly hurt by the discontinuation of the
countercyclical program, especially since we are still reeling from the effects of
Proposition 13. As a result of the loss of countercyclical funds at the end of FY 78,
we were forced to lay off employees and cancel many important projects designed
to maintain the physical plant of the city—including maintenance of the trans-
portation system, city streets and parks and playgrounds.

Other cities across the country are in similar straits. As the result of the loss
of anti-recession fiscal assistance funds, Chicago was forced to freeze 400 jobs,
sell 315 acres of city property and eight city parking lots. Pittsburgh was forced to
raise the city wage tax. Cleveland was forced to lay off 400 police and fire em-
plorees. St. Louis cut expenditures across the board—on top of a 3.5 percent
across-the-board reduction the previous year. The actions which local govern-
ments were forced to take in the wake of the discontinuation of countereyclical
will only further erode the cities’ tax bases and dilute the Administration’s efforts
to revitalize and enhance urban areas.

The case for fiscal assistance is buttressed by continuing high unemployment
rates in many cities. For many local governments, the lingering effects of the last
Tecession have combined with long-term deteriorating factors to produce severe
fiscal strain on local budgets. For example, in 32 of the largsst 48 citles, local
unemployment rates are well above the national average. The persistence of
pockets of high structural unemployment in the Nation’s cities is especially dis-
turbing at a time when the national unemployment picture is improving.

The need for a program of targeted fiscal assistance is all the more urgent in
view of cutbacks in other programs which have helped high unemployment
areas—proposed cuthacks in CETA public service jobs, summer youth jobs, the
ah:zbndti{nment of the labor-intensive public works program, and other proposed
cuthacks.

The targeted assistance program of the Administration hill and Senator Dan-
forth’s hill would focus assistance to those cities hurt by these cutbacks in em-
ployment programs. I think it is worth nothing that targeted fiscal assistance
goes only a small way in compensating for these other losses. Moreover, because
it Is only a small part of local budgets, it does not guarantee fiscal health—but
it does represent a helpful and in some cases a critical addition to local budgets.
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As you know, the Administration’s proposed fiscal assistance bill is similar in
many respects to the legislation adopted by the Senate last year, as amended
by Senator Danforth. This Senate-passed bill has been introduced in the current
session of Congress by Senators Danforth and Moynihan and other Senators
and by over 100 Congressmen in the House. The similarities of the two bills
are greater than the differences. Both measures would establish a targeted
assistance program to aid fiscally-distressed cities and would provide for a
standby program of anti-recession assistance.

The Conference of Mayors strongly believes that assistance should be targeted
to where the need is the greatest. We realize, however, that no single allocatior:
formula has been developed that satisfies the needs and desires of everyone.
Formulas used in the community development block grant program, the local
public works program, the CETA program and general revenue sharing have all
been questioned.

Although there are some differences in the trigger and de minimus pro-
visions of the Administration and the Danforth-Rodino bills and in the fund-
ing levels of the two bills, we are confident that these differences can be resolved.
In this regard, let me say that I believe that somewhat higher funding level
of the Danforth bill is preferable to that of the Administration bill. The Ad-
ministration bill is predicated on the assumption that fiscally-distressed local
goveruments will be better off in F'Y 1980 than they are in FY 1979. However, it
seems more likely that problems will persist, especially given most economists’
projections of an economic slowdown at the end of 1979 and in 1980 and given
continuing high inflation rates, which put additional pressure on local budgets.

The U.S. Conference of Mayors believes that the targeted program should be
viewed not as & phasedown of the previous countercyclical program but as part
of the Administration’s urban policy, designed to address the continuing problems
of many urban areas, Moreover, the $340 million program of the Danforth bill is
already a substantial reduction from the earlier program.

The Conference of Mayors is also strongly supportive of a standby anti-
recession program, proposed as part of both the Administration and Danforth
bills.

When the national economy expertences a recession the cities suffer an even
steeper decline and proportionately greater unemployment. Thus, there is a
strong need for the immediate enactment of 8 permanent standby program of anti-
recession fiscal assistance to trigger into effect whenever a recession hits. High un-
employment has a devastating impact on local budgets, resulting in lower tax
receipts and higher expenditures. Cities need some kind of standby economic

" insurance if they are not to be forced to lay off workers and cut expenditures—
actions which exacerbate and intensify the severity and duration of the reces-
sion. Moreover, a standby program facilitates quick action, which is extremely
important in moderating a recession. Past delays in enacting federal stimulus
programs have sometimes resulted in aid being given after a crisis.

Consequently, it is the strong belief of the Mayors that countercyclical as-
sistance should be as much a part of our antomatic fiscal structure as unemploy-
ment compensation; that is, whenever unemployment rises above a base level,
funds should automatically be made available to local governments.

Mr. Chairman, this nation has always attempted to direct federal dollars to
where the needs are the greatest. While there are many claims on constrained
federal dollars, it seems to me that the claim of the cities is one of the strongest.
The needs of local gevernments suffering from high and persistent unemployment
and other pressing soclal problems are urgent ones and demand prompt and
effective solutions.

In conclusion, Mr. Chairman, on bhehalf of the nation’'s Mayors. I strongly
urge you and your Committee members to move quickly and positively to report
out the necessary legislation to ensure assistance to those cities suffering fiseal
distress. The Conference of Mayors is prepared to work with this Committee,
and the Congress to accomplish this goal. We are committed to the continuation
of this critical urbao program. . .

Thank you, ’

Senator BrapLey. Our next witness will be Congressman Bob Edgar
of Pennsylvania who is the chairman of the Northeast-Midwest Coali-
tion. Welcome to this side of the Capitol.
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.STATEMENT OF HON. ROBERT W. EDGAR, U.S. REPRESERTATIVE
FROM THE SEVENTH CONGRESSIONAL DISTRICT

Mr. Epcar. It is nice to be over here. I would like to begin by thank-

ing you for allowing me the opportunity to testify not only on behalf

-of my own congressional district but also as the new Chairman of the
Northeast-Midwest Congressional Coalition. .

Just a word of explanation as to what that particular group is.
Back in 1976 we put together a coalition of 213 House Members who
represent 18 States in the New England, Mid-Atlantic and Mid-
western region to look and to try to discover what was happening to

- our region. Our thought was not to set up an organization that would
compete with the South and West, but rather to set up an organization
that would help understand some of the problems that we face as a

-community. We recognized very quickly that our problems involved
urban policy and they involved structural unemployment in some
of our distressed cities, many of the issues which you as a finance-
committee are going¢o have to deal with,

I would like to share just a few words of testimony and then answer
any questions that you might have. I am not here to testify on specifics

- of the various countercyclical proposals before the subcommittee, but
to convey the urgency and the severity of need for financial relief

-on the part of State and local governments. For many parts of this
country, the recession is not over, and predictions are that it is going
to gﬁt worse before it gets better. This thesis goes against conventional
wisdom,

Last year, we in Congress heard many arguments to the effect that
the Nation’s economic woes were over and indeed, the fiscal condition of

- State and local governments has improved markedly from the time

- of the 1974-75 recession and the national unemployment rate was the
lowest it had been in some time.

As a result opponents of the labor intensive public works bill and
the countercyclical revenue sharing bill were successful in arguing that
there was no longer any justification for continuing these programs,
and, consequently, these programs went down to defeat in the closing

- days of the 95th Congress. Some went so far as to herald 1978 as the
year marking the end of the urban crisis.

But the truth is that the urban crisis is not over in many of our cities.
It continues and is likely to intensify if the gloomy predictions about
the economic downturn in the latter part of the year are born out.

The recession has not ended in many of our older industrial urban

-areas and the more isolated counties of this country. It certainly is
not over in my city of Chester which has a population of about 50,000
in a corner of Pennsylvania which still hag an unemployment rate

“which moves toward and probably well beyond 13.3 percent. Nor,
Mr. Chairman, is it over in our cities of Newark or Camden which con-
tinue to have unemployment rates of 13 percent and 12.1 percent, re-

- spectively. Areas such as Buffalo. St. Louis, and Chicago also con-
tinue to have unemployment rates in excess of 9 percent. Nor is it over
in the 14 States which had jobless rates greater than 8 percent during
the last two quarters of 1978. Over half of these States are in the
Northeast-Midwest region of our country.
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‘The data also shows that almost 5,000 units of local governments had
unemployment rates in excess of 8 precent. Again the overwhelming
majority of these communities are in the Northeast-Midwest region.

or is the jolt of the 1975 recession over for those States and local
governments which continue to experience slow employment growth,
Sixty-five percent of all new jobs between 1975 and 1977 were outside
the Northeast-Midwest region of our country. K

Finally, the recession is not over in those State and local govern-
ments which continue to face the difficult task of meeting high demands
for services from a diminished tax base of a stagnant or declining
economy. '

While the economic recovery relieved much of the fiscal strain on
the State and local governments, it was not evenly distributed. While
States with high per capital income growth have tended to benefit
?'(])m 031' mild national recovery, States with slow income growth have

altered. ’

Again we see a regional difference. Eighty-four percent of the State
surplus occurred in the South and West, most concentrated in the
three States of Alaska, California, and Texas. Only 15 percent oc-
curred in the Northeast-Midwest region of our country.

The fiscal problems of local governments often result more from
longrun changes in economic activity and population movement than
from cyclical shifts in the economy. Indeed the problems of local gov-
ernments may be more related to high levels of sustained unemploy-
ment than changes in the jobless rate. On the revenue side, these local
wovernments suffer from declines in their tax bases as industry and
people leave,

On the expenditure side, the pressure for spending does not necessar-
ily decline with shifts in population and employment, The cost of
maintaining existing physical capital does not decline proportionately
with population. Often more must be spent on bridges and streets,
police, and fire protection. In short, the remaining population often
needs more public services per capita than those who left.

One measure that distinguishes levels of financial difficulty among
local governments is the existence of cumulative budget deficits. In &
study commissioned by the First Boston Corp., Philip Dearborn ex-
amined the 1976 and 1977 financial records of 28 cities. Ten cities were
found to have run deficits during this period. Most of these cities, not
surprisingly, were in the Northeast-Midwest region. Conversely, mu-
nicipal surpluses were found to be increasing faster in the South and
West than in the Northeast and Midivest.

Another way of looking at local economic performance is to examine
the overall cash position of local governments. Local governments,
like businesses, experience financial emergencies when they run out of
cash, Here again, the cash position of local governments in the South
and West also grew faster than those in either the Northeast or
Midwest.

Not surprisingly, cities in the Northeast which had the most deficit
spfnding and were in the worst cash position, also had the highest tax
rates.

A recent Treasury Department study whick analyzed the fiscal ef-
fects of withdrawing antirecession fiscal assistance from fiscally dis-
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tressed urban communities focused on the 48 largest cities and classified
them according to high, moderate, and low ﬂscantrain.

High fiscal strain was related to large declines in population, rela-
tive per capita income, property values and increases in per capita own
source revenue and long-term debt. Of the 16 cities in the Northeast-
Midwest rg(glion included in the study, eight registered as high strain,.
seven as moderate strain, and one as low strain.

It was against this backdrop of differential economic activity and
growth that President Carter last week added the enactment of coun-
tercyclical legislation to his 1979 domestic agenda. In his message to-
Congress, the President stated :

Fortunately, nearly 4 years of national economic recovery have produced great

progress in restoring the fiscal health of most of these conmunities. However, a
number of communities still are experiencing severe fiscal problems and need

more time to recover.

In fact, this new fiscal assistance legislation should prove more bene-
ficial to our region of the country than the program which expired
last October. That program would have triggered-off when the national
unemployment rate went below 6 percent either for one-quarter or for
the last month of a quarter.

On the other hand, the new version will continue to provide aid to
jurisdictions with high individual rates of unemployment regardless
of the national unemployment rates. Removing the national 6-percent
cutoff and retaining a base appropriation will insure that those places
vgl(liich have not fully recovered from the recession still would receive
aid.

However, I do have some problei.s with the administration’s pro-
posal. The legal minimum trigger is too high. Too few governments
are eligible to receive assistance, and the total allocation for fiscal year
1980 is only equal to what New York City would have received under
the administration’s previous supplementary fiscal assistance proposal..

But I am not here to nitpick about the particular provisions. Rather,
I am here to talk about what would happen to fiscally distressed units
of State and local government if this program is not enacted. First,
local taxes will have to be raised in the communities which can least
afford the increase, Second, and most importantly, the hardest pressed
communities will have no defense against an almost certain economic
downturn,

While the administration forecasts that we will see only a gentle
turndown in the economy by the fall, the Congressional Budget Office
has issued a much gloomier forecast.

Several other major economic forecasters alsn predict a recession.
Chase Econometric’s expects a real negative growth rate to begin in
the second quarter of this year and continue through the third and
fourth quarters. Chase also predicts the unemployment rate to average
6.6 percent in 1979 and reach 7.4 percent by the end of the year.

Data Resources, Inc.. DRI. predicts a negative growth rate for the
third and fonrth quarters and an average 1979 unemplovment rate of
6.5 percent. DRT anticipates that rate to rise to 7.1 percent by the end
of the vear. ‘ :

T£ these predictions are realized and there is a recession, a reduction
in funding of the antirecession programs would more severely affect
the older, more industrial sections of the country.
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‘Reporting on the continuous waves of recession experienced in the
carly to mid-1970’s the Advisory Commission on Intergovernmental
Relations stated that “the recessions of the 1970’s were largely confined
to New England, Mideast, and Great Lakes States.”

More recently, ACIR predicted that:

It another slowdown were to occur for any extended period, the fears about
the possible decline of older industrial regions might well Le realized.

I would like to close my remarks by urging this subcommittee to act
promptly to report out a fiscal relief measure. Without such action on
the part of the Senate Finance Committee, the Speaker has warned
us that we will sce a rerun of last session’s 11th-hour attempt to move
the legislation to the House floor. :

Senator Brabrey. Thank you very much, Congressman Edgar, for
your testimony. I think it helps shed a very important regional light,
u positive regional light. on this issue and we will do our best over
here to get this piece of legislation through. All you have to do is con-
vince Jack Brooks that this is the bill that he ought to support this
year.

Mr. Epcar. I was pleased to see that Jack Brooks started this morn-
ing at least in the press accounts to start getting a little religion, and
gerhaps with a little effort from those of us who come out of New

ersey seminaries, such as Drew Theological School in Madison, N.J.,
vhere I graduated, we can corner him sometime and help him to see
that there are other places besides Texas,

It is important for him to realize how important this targeted pro-
gram will be to some of our distressed cities and it is going to be diffi-
cult with him being the chairman of the Government (%gerations Com-
mittee. T have talked with the Speaker of the House and with other
leaders in the House and if you can act courageously over here. I think
we can put the bill through the House, either through his committee,
around his committee or over his committee.

Senator BrabLey. Senator Moynihan ¢

Senator Moy~xmraN. I want to thank the Congressman and tell him
how much we have admired his work and how much we are all in debt
to him for it. I don’t want to sound too combative, but T tend to be
a little on this. There is, in fact, a true imbalance in the wav Federal
funds flow and it is not the only thing that accounts for the differences
in rates of growth. Many things do. The presence of natural resources
obviously has a great deal to do with it. But there is nonetheless a real
difference.

If the persons for whom that flow is a net positive advantage of true
dimension, and not just a marginal one, and so in consequence those
persons are benefactors of the prodigality of the modern state—if they
are suddently going to become fundamentalists when it comesto coug}_l-
ing up a little bit back to the people left behind. then there can be, if
T can recall the phrase. an agonizing reappraisal of this whole business.

New York State built its interstate highwavs and still collects tolls
to pay for the thing. On the other hand, we still pay taxes to pave half
of west Texas. As a matter of fact. we not only built the first inter-
state hiohway. but a very great engineer under Governor Dewev who
desiomed it—eame down here and desiomed the rest of the system.
"There is a certain amount of carelessness in our letting things like that
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happen. But although we heven’t complained about them yet, we can
commence to.

New Jersey and Pennsylvania built its portions of the interstate
system and you pay tolls for them.

Mr. Epcar. Senator, I might also point out that it was a former
Governor of the State of New York who happened to become president
of the United States who helped to build the Tennessee Valley Author-
ity and helped initiate an infrastructure in the south which I happen
to support.

Senator Moy~1HAN. Which we all support.

Mr. Epcar. I think the interstate highway system and the Tennes-
sea Valley Authority and other events——

Senator Moy~1HAN. And the Tom Bigby Canal.

Mr. Epcar. I wasn’t going to mention that one.

Senator Moy~1HAN. I am. The poor, old dinky Panama Canal—to
think we spent half of last Congress talking about that, when 10
Panama Canals end on end wouldn’t equal the Tom Bigby, the prin-
cipal sponsors of which are also the principal sponsors of a rigid bal-
anced Federal budget.

Mr. Epcar. I think that is the point we are making and as T men-
tioned this in my opening remarks, the Northeast-Midwest Coalition
is not looking to take away anything from the South or West. It is
simply trying to figure out what is happening to us and one of the
things that is happening to us in a very severe way is a destruction,
a deterioration, of our older distressed cities. We think that if we can
help downtown Mobile, Ala., or a Texas city that has distress. then
we are doing our job by focusing and trying to make urban policy
work.

TWe recognize the fact that there are going to be fewer dollars and
we recognize the fact that any kind of countercyclical aid will have
fewer dollars and must be better targeted.

It like many other programs has to leverage the Federal dollar for
economic investment in communities. We have some terrible problems,
in New York. Boston, Philadelphia, and Chicago and some of the
other large cities, and if we are going to address those problems, we
are going to need a great deal of help.

This countercyclical program won’t begin to meet that need. So I
think as one of the previous speakers. one of the mayors, mentioned,
it is difficult when you end a program like countercyclical aid auto-
matically and quickly on Qctober 15 and not wean some of the cities
off. Those that are financially stable are able to adjust and find other
sources of dollars.

I can tell you that in the city of Chester which was abruptly elimi-
nated from any kind of countercyclical aid, they went out and bor-
rowed $800,000 just to make ends meet for this year.

There is a new mayor coming in that city and there has been a lot
of corruption in the city itself. The mayor was indicted and con-
victed and will not be around very long. What I think will happen
is that the next mayor to take over that city will be given probably over-
$1 'million of debt and a taxing structure that is deteriorating. T think
we have to figure out some ways to help these cities wean themselves
off of Federal programs if in fact we are going to terminate those-
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programs. Then we are going to have to figure out-how to target spe--
cific help to communities.

I appreciated the dialog between the Senator and the mayor about
what communities have need. On the Public Works and Transportation
Committee on which I serve, I am frustrated by the many times we:
debate formulas to try to include everybody. We had a pot hole bill
last year, fortunately it did not go anywhere, but we had one where
we were trying to justify pot hole money for Puerto Rico, Hawaii, and
Alaska, and some of the communities who didn’t really need it in
order to respond to a specific need of hard winters in Buffalo, N.Y.

I think we have to try to figure out what our national response is
and figure out how to target that aid where we can. You and I fought
a fight last year and fortunately were successful. Senator Moynihan,
in trying to get the formula for the local public works adjusted. It hap-
vened to be the disadvantage of Pennsylvania by about $12 million,
Lut it was to the advantage of the Nation and the region to focus
those local public works dollars to a broader based constituency. I
think sometimes we have to bite that tough bullet.

Senator Mox~1HAN. Sir, I would like simply to restate that we are
very much in your debt for doing our homework for us for some years
now and if there is any fault to be found in your performance, it is
simply that you have not discovered enough problems in Minnesota.
If you could do just a little more on that, we would be a lot better off.
Thank you very much.

Mr. Epcar. I might point out that Jim Oberstar from Minnesota
is one of the members of the executive committee of the Northeast-
Mideast Coalition.

Senator BrabLey. Senator Durenberger ?

Senator DUreNBERGER. I would just like to express my appreciation
to Bob for being here and I look forward to being an active member
of the coalition because I appreciate what you are doing and especially
ths fact that you have taken the time to put it all together like you did
today.

Mr. Epcar. Thank you.

[The prepared statement of Mr. Edgar follows:]

STATEMENT OF HON, ROBERT W. EDGAR, CHAIRMAN, NORTHEAST-MIDWEST
CONGRESBIONAL COALITION

Mr. Chairman, Members of the Subcommittee, I am pleased to have the opportu-
nity to appear before you today. I am not here to testify on the specifics of the
various countercyclical proposals before the Subcommittee, but to convey the
urgency and the severity of need for financial relief on the part of state and
local governments. For many parts of this country, the recession is not over. And
predictions are that it is going to get worse.

This thesis goes against conventional wisdom. Last year, we in Congress heard
many arguments to the effect that the nation’s economic woes were over and
indeed, the fiscal condition of state and local government had improved markedly
from the time of the 1974-75 recession and the national unemployment rate was
the lowest {t had been {n some time.

As a result, opponents of the labor intensive public works bill and the counter-
cyclical revenue sharing bill were successful in arguing that there was no longer
any justification for continuing these programs, and, consequently, these pro-
grams went down to defeat In the closing days of the 85th Congress. Some went
so far as to herald 1978 as the year marking the end of the urban crisis,
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But the truth is that the urban crisis in not over in many of our cities—It con-
tinues and is likely to intensify if the gloomy predictions about the economic
downturn in the latter part of the year are borne out.

The recession has not ended in many of the older industrial urban areas and
the more isolated counties of this country. It certainly is not over in my city of
Chester, Pennsylvania which still has an unemployment rate of 13.3 percent.
Nor, Mr. Chairman, is it over in our cities of Newark or Camden which continue
to have unemployment rates of 13.0 and 12.1 percent, respectively. Areas such
as Buffalo, St. Louls, and Chicago also continue to have unemployment rates in
excess of 9.0 percent. Nor is it over in the 13 states which had jobless rates
greater than 6 percent during the last 2 quarters of 1978. Over half of these states
are in the Northeast-Midwest region.

The data also shows that almost 5,000 local governments had unemployment
rates in excess of 8 percent. Again, the overwhelming majority of these com-
munities in the northeast-midwest region.

Nor is the jolt of the 1975 recession over for those state and local governments
which continue to experience slow employment growth. Sixty-five percent of all
new jobs between 1915 and 1977 were outside the Northeast-Midwest region.

Finally, the recession is not over in those state and local governments which
continue to face the difficult task of meeting bigh demands for services from the
diminished tax base of a stagnant or declining economy. While the economic
recovery relieved much of the fiscal strain on the state and local governments, it
was not evenly distributed. While states with high per capita income growth
have tended to benefit from our mild national recovery, states with slow income
growth have faltered. Again, we see a regional difference. 84 percent of the state
surplus occurred in the South and West with most concentrated in the three
states of Alaska, California, and Texas. Only 15 percent occurred in the Northeast-
Midwest region.

The fiscal problems of local governments often result more from longrun
changes in economic activity and population movement than from cyclical shifts
in the economy. Indeed, the problems of local governments may be more related
to high levels of sustained unemployment than changes in the jobless rate. On
the revenue side, these local governments suffer from ¢>eclines in their tax bases
as industry and people leave. On the expenditure side, the pressure for spending
does not necessarily decline with shifts in population and employment. The cost
of maintaining existing physical capital does not decline proportionately with
population ; often more must be spent on bridges and streets. police and fire
protection. In short, the remaining population often needs more public services
per capita than those who left.

One measure that distinguishes levels of financial difficulty among local gov-
ernments is the existence of cumulative budget deficits. In a study commissioned
by the First Boston Corporation, Philip Dearborn examined the 1976 and 1977
financial records of 28 cities. Ten cities were found to have run deficits during
this perind, Most of these cities, not surprisingly, were in the Northeast-Midwest
region. Conversely. municipal surpluses were found to be increasing faster in
the South and West than in the Northeast or Midwest.

Another wav of looking at local economic performance is to examine the over-
all cash nosition of local governments. Tocal governments, like businesses, ex-
rerience financial emergencies when ther run out of cash. Here again, the cash
position of lncal governments in the South and West also grew faster than
those in either the Northeast or Midwest.

Not surprisingly. cities in the Northeast which had the most deficit spending
and were in the worst cash position, also had the highest tax rates.

A recent Treasurv Department study which analvzed the fiseal effects of swith-
drawing antirecession fiscally assistance from fiscally distressed urban ecommuni-
ties focused on the 48 largest cities and classified them accordine to hich.
moderate and low fiscal strain. High fiscal strain was related to larze declines
in ronnlation. relative per capita income. nroperty values and increases in rer
canita own sonrce revenue and long-term deht. Of the 18 cities in the Northeast-
Midwest rerlon included in the study, 8 registered as high strain: 7 as moderate
strain: and 1 as low strain.

Tt was aezainst this background of differential economic activity and srowth
thnt President Carter. last week. added that enactment of counter-evelieal leeis-
]’tmt:?i to his 1979 domestic agenda. In his message to Congress, the President
stated :

Fortnnately, nearlv four vears of national economie recovery have pro-
duced great progress in restoring the fiscal health of most of these communt-
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ties. However, a number of communities still are experiencing severe fiscal
problems and need more time to recover.

In fact, this new fiscal assistance legislation should prove more beneflcial to
the Northeast-Midwest than the program which expired last October. That pro-
gram would have ‘“triggered-off’ when the national unemployment rate went
below 6 percent either for one quarter or for the last month of a quarter. On
the other hand, the new version will continue to provide aid to jurisdictions with
high individual rates of unemployment regardless of the national unemployment
rate. Removing the national 6 percent cut-off and retalning a base appropriation
will insure that those places which have not fully recovered from the recession
still would receive aid.

However, I do bave some problems with the Administration’s proposal—the
legal minimum trigger is too high, too few governments are eligible to receive
assistance, and the total allocation for fiscal year 1980 is only equal to what
New York City would have received under the Administration’s previous Sup-
plementary Fiscal Assistance proposal. But I am not here to nitpick about these
provisions, Rather, I amn here to talk about what would happen to fiscally dis-
tressed units of state and local government if this program is not enacted. First
local taxes will have to be raised in the communities which can less afford in-
crease. Second, and most importantly, the hardest pressed communities will
have no defense against an almost certain economic downturn.

While the Administration forecasts that we will see only a gentle turndown
in the economy by the fall the Congressional Budget Office has issued a much
gloomier forecast. .

Several other major economic forecasters also predict a recession. Chase
Econometric’s expects a real negative growth rate to begin in the second quarter
of this year and continue through the third and fourth quarters. Chase also pre-
dicts the unemployment rate to average 6.6 percent in 1879 and reach 7.4 percent
by the end of the year,

Data Resources, Inc. (DRI) predicts a negative growth rate for the third and
fourth quarters and an average 1978 unemployment rate of 6.5 percent. DRI
anticipates that rate to rise to 7.1 percent by the end of the year.

If these predictions are realized and there is & recession, a reduction in fund-
ing of the antirecession programs would more severely affect the older, more
industrial sections of the country.

Reporting on the continuous waves of recession experienced in the early to
mid-1970's the Advisory Commission on Intergovernmental Relations stated that
“the recesslons of the 1970's were largely confined to New England, Mideast and
Great Lakes states” More recently, ACIR predicted that “If (another) slow-
down were to occur for any extended period, the fears about the possible de-
cline of older industrial regions might well be realized.”

I would like to close my remarks by urzing this Subcommittee to act promptly
to report out a fiscal relief measure. Without such actinn on the part of the
Senate Finance Committee, the Speaker has warned us that we will see a return
ofq}gst ksess*on’sx 11th hour attempt to move the legislation to the House floor.

ank you.

Senator Braprey. Thank you very much, Congressman. Qur next wit-
ness is Donna_Shalala, Assistant Secretary for Policy Development
and Research, Department of Housing and Urban Development.

STATEMENT OF DONNA SHALALA, ASSISTANT SECRETARY FOR
POLICY DEVELOPMENT AND RESEARCH, DEPARTMENT OF
HOUSING AND. URBAN DEVELOPMENT

Ms. Smavara. Thank you, Senator.

I am pleased to be here today to discuss with you the fragile fiscal
health of our Nation’s urban areas. Perhaps the most important point
that T could make this afternoon is to try to impress upon you that the
urban fiscal crisis is not over, the future of our cities, of our counties,
and of our townships, still demand the priority attention of govern-
ment at all levels,

45-084—79——10
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The circumstances which have generated the long-term decline, the
loss of jobs, people and economic base, have not been significantly al-
tered. Throughout the country, general purpose local governments
with older physical plants, higher proportions of the poor and elderly
and higher crime rates, are still experiencing economic declines.

The loss of population and jobs is not random. The poor and low
skilled remain in the urban core while the richer, upwardly mobile part
of the population continues to move to the suburbs.

Attempts by local government to cut serviees or raise taxes in a fiscal
crisis has lead to further deterioration of the business climate and an
increased impetus for the mobile part of the population to mave out.
It also places an increasing burden on low income households who can-
not afford to move and who are most likely to L dependent on public
services,

Thus, as conditions continue to deteriorate, many local governments
are increasingly vulnerable to future economic downturns,

While the long run trends still point toward a continued deteriora-
tion of the fiscal health of our urban areas, short run cyclical improve-
ments in the national economy have relieved some of the fiseal pressure.

While the fiscal situation of some urban governments has improved
in the last 2 years as the result of local belt tightening and rapid na--
tional recovery from the 1973 to 1975 recession, this general improve-
ment may be very short lived if the economy slows down significantly.

Thus, 1t is essential to distinguish between the long-term trends in
urban economic activity and short-term cyclical fluctuations if we are
to ;J.n.derstand the current fiscal crisis and respond with sensible Federal

olicies.
P When the trend and the cycle move in the same direction as they did
during the 1973 to 1975 recession, the Ficture is quite clear. Local gov-
ernments entered that recession in a relatively strong financial position
because of the recently enactment of general revenue sharing.

Before the recession was over, both the economic base and the finan-
cial situation of many general purpose local governments deteriorated
and they required a massive increase in Federal aid.

At the other end of the cycle, economic expansion and recovery im-
proves the financial position of many local governments, but does not
substantially alter the long-term trends. Thus, a number of local gov-
ernments remain economically depressed.

Basing Federal policy on short-term cyclical fluetuations rather
than on long-term trends has led to mismatched timing between Fed-
eral aid and urban need in the past. In some cases, countercyclical pro-
grams have not been passed until after the recession was over.

As a result, many local governments simply added the additional
funds to their cash balances. This situation thwarts both the Federal
purpose in providing the funds and sound financial planning at the
local level.

As the national economy improves, rapid withdrawal of Federal
aid may again lead to fiscal stress. In many cases, the financial recovery
of the local government does not keep pace with the withdrawal of the
Federal funds, leading to financial disruption of local budgets.

Sound Federal policy must recognize goth the long-term economic
trends and the short-term cyclical aspects of the current fiscal situation
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of local governments. The bill which you have before you today does
exactly that.

Title I of the Intergovernmental Fiscal Assistance Amendments of
1979, provides targeted fiscal relief to those places suffering most se-
verely from long-term decline. This title recognizes the special vulner-
ability of those places still recovering from t%le 1973 to 1975 economic
recession.

Title 11, on the other hand, provides for standby authority to offset
potential future short run cyclical downturns,

By guaranteeing future fiscal relief during Yeriods of recession, it
stabilizes the future financial situation of local governments and as-
sures them that future recession will not increase their already fragile
fiscal health.

Providing standby authority for the program now insures the suc-
cessful timing of the distribution of countercyclical funds. The money
will be available when fiscal needs are the greatest.

Senator, I have a long paper which carefully explains what I have
just summarized and that is that explains that one must sort out the
short-term cyclical fluctuations from the long-term economic trends
and how the new administration program fits that.

Let me simply make one additional point and allow you to go to
questions because I know it has been a long afternoon.

I am particularly concerned in making sure the administration has
clarified the surplus issue and that is there is a lot of discussion over
the fact on the short term, it looks like a number of local governments
in this country have a surplus.

WWe have disaggregated as well as we could and as you know, the
data problems are overwhelming in this area but we want to make sure
that we say that surplus is accounted for in large part by pensions
that are not discretionary moneys, that cannot be tapped.

As Senator Moynihan knows, in New York State, pension money is
not available to pay for a set of general government services and once
pensions are given, they cannot be taken away under the State con-
stitution,

The cash flow problems, the late reimbursements which are accounted
for by both Federal aid and State aid, also provide some explanation
for the surplus money.

In some cases, because of the fiscal crisis in New York, an increasing
scrutiny by bond rating firms, local governments in this country are
beginning to underbudget.

Al of these factors are ones in which we have been able to do some
disaggregation but they certainly account, for much of the surplus that
people are lauding as something that would not provide any defense of
either short- or long-term efforts.

We have in this paper carefully documented some of the long-term
trends. T apologize for only one thing and that is the data is so difficult
to obtain that our generalizations seem on the surface to be more for
larger governments than for smaller governments.

That does not mean that either the Department or the administra-
tion believes that there are not small governments in this country that
do not have problems.
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In a new report that we sent to Congress this month on the develop-
ment needs of small cities, we begin to document some of those
problems.

We simply do not have the same kinds of data to document the long-
term fiscafI ecline of small cities the way we can for larger cities, It is
in part a data problem and not our lack of either inclination or interest
in the smaller areas of this country.

Thank you.

I have with me, by the way, David Puryear who directs the Depart-
ment’s new unit on economic development and public finance. I would
like to ask him to join me at the table. He is on leave from the Maxwell
School at Syracuse where he is a professor of economics.

Senator BrabrLey. Thank you very much. Before we begin our ques-
tions,d I want to note that your fgl statement will be placed in the
record.

Do you see any way that the fiscal position of these distressed com-
amunities will improve at all in the near term ¢

Ms. Smavava. No. The long-term decline, in our judgment, will con-
tinue. The situation will be even more serious if the national economy
slows down. We may again see some short-term numbers changing but
the long-term economic decline of certain areas in this country which
has to do with the economic decentralization of the country, we see no
indication in the short run that will be turned around.

Senator BrabLey. Why then do you think this program is designed
to phase down over 2 years from $250 million to 5)150 million ¢

{s. SmaLavra. I think that the best answer that I could give and I
am sure Secretary Blumenthal spoke to this issue, is most of the
analysts in this business think the appropriate way to consider the
question of fiscal assistance to local governments is in the context of
next year’s debate on general revenue sharing, which is up for renewal
in 1980. :

The way the program is now designed would give you the oppor-
tunity to talk about the general fiscal %I;Oblems of Emersi’can citinesp Sur—
ing the 1980 debate. While this secems short term, it speaks to the long-
term economic decline and there would be an opportunity for review
when the general revenue sharing program is up for debate.

Senator Brabrey. This was the cornerstone of the President’s urban
program. far from being a cornerstone, it now seems like a pebble out
there on the street.

Why the decline, do you think, in dollar amount?

Ms. Smararva. I am not sure the administration has characterized it
as the cornerstone. It certainly is a significant piece.

I know Secretary Blumenthal has pointed out both the budgeta
and inflationary constraints which have led the administration to as
for a smaller amount of fiscal assistance this year.

The health of the national economy is probably the key component
of any national urban policy and none of us in this business are pre-
tending these individual programs would be a more powerful assistance
than what the President is trying to do in terms of the national
economy.

Those of us at HUD feel that the increase in the urban development
action grant program, the $275 million increase in that program, is also
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terribly significant and would speak directly to the issue of helping
to expand the economic basis of many of these areas which are in

trouble. . )
As you know, that program is also targeted to distressed areas and

we believe it would be very helpful. L

Senator Braorey. Do you make any distinction between bloc grant
and categorical grants in getting at the 5)roblems of distressed com-
munities? Which, in your opinion is better

Ms. Saarara. Only conceptually, I would argue that all of them
are useful because they speak to different kinds of problems.

Categorical programs properly targeted could be helpful on one,
side, but in some cases where particular services have not been seen as
in need of national programs, general revenue sharing is very helpful.

The national Government has categorical programs in the welfare
and education area, for example, where fiscal assistance is more likely
to be used for the kind of bread and butter issues of local government,
police, fire and sanitation. All of them need help when you have a
declining economic base.

Senator BrapLEy. Thank you.

Senator Moynihan ¢

Senator MoyN1HAN. Thank you, Mr. Chairman.

I think your program this year equals in amount what the program
last year provided to New York City. This is in no way a criticism
of Dr. Shalala, but let us be clear.

The administration has abandoned urban policy. It is one of those
curious things that you can spend as much time talking about $150
million as you can talking about $1.5 billion.

Let’s not forget what we are talking about. We are talking about
insignificant sums and important principles. Principles are worth
keeping and the day might come when the administration will do this.

Welfare, for example, it is rather important. For some years now,
the American Presidency has been committed to the idea of guaran-
teed income. This administration has dropped the idea. I would not
mind them dropping the idea at all, but they deny they were ever for
it and also that they dropped it.

The Urban Development Bank—by the skin of its teeth, we saved it
yesterday in the Public Works Committee. There was nobody around
frc;(m the administration to explain what it was for people who wanted
to know,

We have been forgotten and you know it. The principle here is a
good one and we thank you for your testimonv. We look forward to
more nice correlations and tables from the Maxwell School Center.

Senator Brabrey. Senator Durenberger?

Senator DURENBERGER. I cannot top that. Thank you.

Senator BrapLey. Thank you very much.

[The prepared statement of Ms. Shalala follows. Oral testimony
continues on p. 157.]

STATEMENT oF DONNA E. SHALALA, ASSISTANT SECRETARY FOR PoOLICY DEVELOPMENT
AND RESEARCH, U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

1 am pleased to be here today to discuss with you the fragile fiscal health of our
Nation's urban areas. Perhaps the most important point that I would like to im-
press upon you is that the urban fiscal erisis is not over—the future of our cities,



146 '

“counties and townships still demands the priority attention of government at all
-levels. The circumstances which have generated long-term urban decline—loss of
. jobs, people, and economic base—have not been significantly altered. Throughout
the country, general purpose local governments with older physical plants, higher
proportions of the poor and elderly, and higher crime rates are still experiencing
economic decline. The loss of population and jobs is not random. The poor and the
low-skilled remain in the urban core, while the richer, upwardly-mobile part of
the population continues to move to the suburbs. Attempts by local government to
cut services or raise taxes in a fiscal crisis lead to further deterioration of the
business climate and an increased impetus for the mobile part of the population
to move out. It also places an increasing burden on low-income households who
_cannot afford to move and who are most likely to be dependent on public services.
Th.s, as conditions continue to deteriorate, many local governments are increas-
-fiigiy vulnerable to future economie downturns.

Whife the long-run trends still point toward a continued deterioration of the
Hscal health of our urban areas, short-run eyclical improvements in the national
economy have relieved some of the fiscal pressure, While the fiscal situation of
some urban governments has improved in the last two years as the result of both
local helt-tightening and rapid national recovery from the 1973-75 recession, this
general improvement may be very short-lived if the economy slows significantly.

Thus, it is essential to distinguish between long-term trends in urban economic
activity and short-term cyclical fluctuations if we are to understand the current
fiscal crisis and sespond with sensible Federal policies. When the trend and the
cyele move in the same direction as they did during the 1973-75 recession, the
picture is quite clear. Local governments entered that recession in a relatively
strong financial position because of the then recent enactment of General Revenue
Sharing. Before the recession was over, however, both the economic base and the
financial situation of many general purpose local governments deteriorated and
they required a massive increase in Federal aid. At the other end of the cycle,
economic expansion and recovery improves the financial position of many local
governments but does not substantially alter the long-term trends. Thus, a number
of local governments remain economically depressed. '

Basing Federal policy on short-term. cyclical fluctuations rather than on long-
term trends has led to mismatched timing hetween Federal aid and urban need
in the past. In some cases, countercyclical programs have not even been passed
until after the recession was over. As a result many local governments simply
added the additional funds to their cash balances. This situation thwarts hoth
the Federal purpose in providing the funds and sound financial planning at the
local level, As the national economy improves, rapld withdrawal of Federal aid
may again lead to fiscal stress. In many cases, the financial recovery of the local
government does not keep pace with the withdrawal of the Federal funds, lead-
ing to financial disruption of local budgets.

Sonnd Federal policy must recognize both the long-term economic trends and
the short-term cyclical aspects of the current fiscal sitnation of local govern-
ments. The Bill which you have before you today does exactly that. Title I of
the Intergovernmental Fiscal Assistance Amendments of 1979 provides targeted
fiscal relief to those places suffering most severely from long-term decline. This
Title recognizes the special vulnerability of those places still recovering from
“the 1973-75 economic recesslon. Title IT on the other hand provides for standby
muthority to offset potential future short-run cyclical downturns. By guaranteeing
future fiscal relief during periods of recession, it stabilizes the future financial
situation of local governments and assures them that future recession will not
increase their already fragile fiscal health. Providing standby authority for the
program now ensures the successful timing of the distribution of countercyclical
funds. The money will be available when fiscal needs are the greatest.

Tet me now turn to some of the more specific evidence on these short- and long-
term aspects of the current fiscal situation. Fragile fiscal health is not a condi-
tion confined to any one type or size of local government, It is an equally serious
concern for central cities, for older suburbs, for counties. for townships, and for
jurlsdictions of all sizes, large and small. My detailed evidence is primarily for
Iarger cities because of data availability, but smaller places also face severe fiscal
problems as is well documented in HUD’s recent report to the Congress, Develop-
ment Necds of Small Cities.

CYCLICAL FLUCTUATIONS

Despite the improved financial position of many local governments in the last
two years, thelr fiseal stabdility has deteriorated significantly in recent years, Not
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only have they become increasingly dependent on outside aid for balancing their
budgets, but they are vulnerable to cyclical swings of the national economy. When
the national economy slows or enters a recession, local governments lose tax
revenues—nearly $3 billion as a result of recession in 1875, according to the Ad-
visory Commission on Intergovernmental Relations. The volatility of local reve-
nues dependent on Federal aid and national growth represents a potentially seri-
ous problem for Federal policy toward local governments.

Recession and recovery in the sevenlies

The economic recovery since 1975 has marginally helped the financial position
of some local governments in the U.S, Thig improvement, however, has not altered
the long-term cconomic decline in many of these places. Because the overall eco-
nomic improvement is relatively recent and because improvements in the national
economy are reflected in local budgets only after a lag, evidence on the improved
health of local government finances is still incomplete. Some of the indications of
improvement are as follows:

The national economic trends in GNP and employment from 1970 to 1977 show
a clear relatioinship to local government fiscal health. (Figure 1) The slowest
growth in GNP occurred in 1974 and 1975, the worst years for the budgets of
large cities. National employment also had its slowest growth in those two years.
This point is well illustrated in Figure 1 which shows the trends in these national
economic indicators along with the city budget data from Tables 1 and 2. The
four trends show the same pattern with only slight deviations in timing. This
pattern lends substantial support to the case for standby fiscal relief in the event
of another recession.

For the fiscal year ending in 1977 twenty-nine of the nation’s largest cities
ended the year 1with @ budget surplus. (Table 1) The surplus amounted to over
$212 million or 3.2 percent of total expenditures for those cities. In both 1975 and
1976, those cities had deficits of $28.4 million and $154.1 million, respectively,
Fiscal year 1977 was the first year that these cities had shown surplus since fiscal
vear 1974, the first year of the recession. Indeed, the relationship between city
budeet surplunses and the national economic recovery is quite striking. It is im-
portant to note that these budget surpluses are small relative to the level of
Federal aid received by these twenty-nine cities. For example, they received more
than $1,825 million of Federal aid under the Economic Stimulus Program (Local
- Publiec Works, Antirecession Fiscal Assistance, and Comprehensive Employment
and Training Act). Equally important, the surpluses do not reflect the hardship
;z;:nerated in a number of distressed cities by the service cuts needed to realize
them.

\While these surpluses are one indicator of better financial health, they tell
only a very stuall part of the fiscal story of local governments. Levels of local
public services, levels of tax effort, the condition of public sector infrastructure,
and the extent of local government service responsibility are all at least as
important in determining local fiscal health as the current budget surplus or
deficit. The case of Newark, New Jersey, is illustrative. A state spending lid
has left that city with a current budget surplus although it is consistently iden-
tified by experts as one of the most distressed cities in the nation. Most state
and local governments are legally prohibited from deficit spending and therefore
tend to underbudget so as to err on the surplus side. This tendency has been
encouraged by the problems of New York City and their impacts on local gov-
ernment hond markets across the nation. Finally, although the surplus is often
properly reported net of Federal social insurance funds, it still includes state
and local pension fund balances which are not available for diseretionary
expenditures. After two decades of rapid expansion in state and local public
employment, these pension fund surpluses are essential to the future solvency
of the state and local sector and are in no sense a sign of fiscal afluence.

Along with the improvement in the overall economic situation, real (after in-
flation) city general revenues from own gources have hegun fo fnerease. (Table
2) During fiscal years 1974 and 1975. the perlod of recession. real own source
zeneral revenues for cities first fell by $£879 million and then during flseal vear
1875 increased only slightiv—by $33 million. Fircal vears 1976 and 1977 have
shown improvements in the real revenue collection of cities.

Since the rate of real growth in GNP is expected to slow significantly in
1979 and the possibility of & recession cannot he ienored. these surpluses may
be short-lived. Tf the slowdown in the national economv i more severe than
expected, local governments will be vulnerable once again to the kind of fiscal
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stress they experienced in 1974 and 1975. A crucial factor in their ability to
;“vithstand a recesslon without substantial layoffs and service reductions is
ederal ald.

The role of Federal aid

Unfortunately, much of the increase in Federal aid to local governments since
1076 has been based on needs generated by the short-term cyclical changes in the
economy rather than long-term trends. Such a policy has made local governments
to some extent dependent for aid upon unstable swings in the business cycle
rathier than upon a more stable Yederal effort to ameliorate the long-term
decline.

In some local jurisdictions, the underlying economy is strong enough to with-
stand a combination of cyclical downturn and withdrawal of Federal aid, but
many local areas have extremely weak economies and could face severe fiscal
crises if this occurs.

The following section documents the long-term decline of a number of urban
areas and demonstrates their vulnerability to fiscal pressure.

Long-TerM EcoNoMIC TRENDS

Although the data presented here are primarily for large central cities, the
trends they document are equally applicable to many smaller citles and coun-
ties, including some suburban areas. The basic long-term trend documented here
is urban decline. A number of different measures have been used to assess the
health and longer-term prospects of urban areas. These measures, less responsive
to cyclical changes in ecenomic activity, are thus very important in guaging long-
term trends. Their actual relationship to fiscal condition varies, but it is clear
that downtarns in these indicators generally signal increased financial pressure
and distress. Trends in population, income and employment are all contributing
to these declines.

Population

This is a familiar and often-used measure of community condition. Popula-
tion loss places a special burden on urban governments, magnifying budgetary
strain, because while it raptdly depletes taxable resources, essential public ex-
penditures do not drop proportionally. Furthermore, it is the better-educated,
higher-income households who are leaving the urban core so the impact on their
economies is even greater.

Population change affects almost all revenue sources, but property tax revenues
(a major source for many local governments) are most sensitive. Even local sales
and income taxes, which are partially borne by commuters and shoppers living
outside the central jurisdictions, respond to population loss.

The following population trends illustrate the situation quite clearly:

The population of central cities as a group decilned by 4.6 percent from 1970
to 1977, while the suburban population increased by 12 percent. (Table 3) Large
central cities experienced even greater losses during this period, declining by
7.1 percent as a group.

A number of large central cities which grew betwween 1960 and 1970 have lost
population since 1970. (Table 4) This group includes Dallas, Denver, and Los
Angeleg, cities in the Southern and Western regions of the country, indicating
that central city decline is a national phenomenon with implications for more
than a few ecrisis areas. Among large cities which have declined steadily since
1960, the most rapidly declining cities are Cleveland, Minneapolis, and St. Lonis,
with Buffalo, Detroit, and Pittsburgh close behind. New Orleans and San
Francisco are also in the category of cities which have steadily lost population
since 1960.

The loss of central city population between 1970 and 1977 is symptomatic of
the long-run trend in the loss of central city dominance over SMSA's wohich ex-
tends as far back as 1900 in a number of urban arcas. (Table 5) Washington, D.C.,
for example, accounted for more than two-thirds of the population in its metro-
politan area in 1900, but less than one-fourth of it by 1975. Most other major
cities experienced similar declines in relative importance. This is an fndication
of the extent to which the central city is able to capture the tax base of newer
and generally wealthier outlying parts of its metropolitan area. Annexation has
enabled a number of central citles to capture portions of their suburban tax base
and is reflected in the extent of their dominance of their SMSA. Annexation,
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however, has been confined almost exclusively to the Southern and Western
regions of the nation in recent years; a few Midwest cities have annexed, but
no annexation at all has occurred in the Northeast.

Within the same SMSA, from March 1975 to March 1978, more than twice as
many pcople moved from the central city to the suburds as from the suburbds to
the central city. (Table 6) The back to the city movemeént is clearly over-
whelmed by the continuing exodus from central cities.

Income

The income level of cities 18 another useful indicator of fiscal condition. It
is related to a varlety of revenue sources, including local income, sales, and
property taxes, Trends in central city income are indicated by the following:

From 1969 to 1976 the real dollar median income of families living in central
cities fell by $614 while the income of their suburban counterparts fell by only
$39. (Table 7) In 1969, the median suburban family earned $2,594 more than
the city dweller. By 1976, the Suburban family earned $3,149 more than the city
family. Not only did city dwellers lose income, but they also lost relative to
families living in the suburbs.

Between 1960 and 1975, the ratio of ceniral city to suburban income per capita
declined in 73 of the nation’s largest 82 metropolitan areas. (Table 8) This trend
was clear in all four regions of the nation with more than 83 percent of these
large cities in the East, 86 percent of those in the Midwest, 88 percent of those in
the South, and 100 percent of those in the West exhibiting declines in this ratio.

In addition to median levels, another important dimension of incomes in
central cities s the fraction of the population with very low incomes. Two
measures of this illustrate the extra burden on central cities: percent of the
?opulation below the poverty level, and transfer payments as a share of local
necome.

A larger fraction of the poverty population of the U.S. lived in central cities
in 1977 than in 1970. (Table 9) During this period, both suburban and non-
metropolitan areas experienced reductions in the percent of their population
below the poverty level while this percent rose in central cities.

Transfer paymoents constituted a larger share of local income in declining
counties than in growing counties in 1975. (Table 10) This share also grew
faster between 1970 and 1975 in these decliniug areas. Several growing areas
have relatively high percentages (Phoenix, San Antonio and San Diego), but
this is generally attributed to retired people (civilian and military) who repre-
sent a lesser drain on public resourceés. The high percentages in Boston (31.7
percent), Philadelphia (27.0 percent), St. Louis (28.0 percent) and New York
(25.0 percent) highlight an increasing reliance on Government programs to sus-
tain the local economy.

Employment

A final indicator of long-term decline and fiscal pressure ls city employment.
Employment affects virtually all potertial tax bases in one way or another. Just
how much a particular city will be affected by job loss depends on its tax struc-
ture and on the mix of jobs in its economy. One ironic problem facing many’
older cities is that service sector and public sector jobs replacing manufacturing
job losses do not generally produce equivalent tax yields. Roy Bahl, Alan K.
Campbell and David Greytak have estimated that New York City requires 1.11
service jobs or 1.61 Government jobs to replace a manufacturing job in terms
of tax revenues. The trend in central city employment are indicated by the
following:

Employmenit of centrald oity residents declined by 1.4 percent between 1970 and
1977 while employment of suburban and nonmetropolitan residents increased by
25.7 percent. (Table 11) The employment of central city females actually in-
creased during this period, but it was more than offset by the decline in male
employment.

Unemployment 1was higher among cenlral city residents in 1970 and rose by o
larger amount between 1970 and 1976 than unemployment in suburdan or non~
metropolitan areas.

POLICY IMPLICATIONS

The facts presented here have clearly demonstrated the fragile nature of the
current budget surpluses of local governments and their vulnerability to an
economic slowdown. This vulnerability exists because many urban areas are
experiencing long-term economic decline, including losses of people, jobs, and
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tax base. These long-term trends are currently offset in many places by the
impact of rapid national economic growth, but once that growth rate slows they
face a far bleaker future than their current budget positions suggest.

This diclotomy between the long-term decline and the short-term cyclical
swings affecting local government budgets suggests a two-pronged Federal ap-
proach to urban fiscal problems such as that embodied in the Intergovernmental
Fiscal Assistance Amendments of 1979. The targeted fiscal assistance provides
financial support to those urban places suffering the most severe effects of long-
term decline. The antirecssion provisions promise the stability needed to with-
stand future recessions. If authority for this program is granted now, the pro-
gram will be in place to provide financial relief when it is needed most. This
policy would provide a much-needed fiscal “emergency net” and would sig-
nificantly relieve some of the burdens a recession would otherwise impose on those
people most heavily dependent on local public services.

FIGURK 1

NATIORAL ECONOMIC TRENDS
AND CITY PISCAL HEALTH
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TABLE 1.—TOTAL REVENUES VERSUS TOTAL EXPENDITURES ! OF 29 LARGE CITIES
[Dollar amounts in millions]

Asa percontt'l:
Revenue excess of total
(deficit) expenditures

7.4 1.2
“?s. V a.»

1751 35
TR

154. 1 )
Gie G?P

1 New York is excluded from all years, statistics for Chicago and Clevetand are not available for 1977,
Source: Philip M. Dearborn, ‘“The Financial Health of Major U.S, Cities in Fiscal 1972, The First Boston Corp.

TABLE 2,—GENERAL REVENUES FROM OWN SOURCES FOR CITIES
|Real dotlars in millions}

City genera!
revenue from
own sources  Percent change

Fiscal 5;:::
1972 $23, 502
23,934 L8
23,255 -2.8
, 288 .1
, 043 3.2
24, 380 3.9

Source: U.S. Bureau of the Census, *'City Government Finances in 1976-77.""

TABLE 3.—CENTRAL CITY, SUBURBAN, AND NONMETROPOLITAN POPULATION: 1979 AND 1977
[NMumbers in thousands, 1970 nietropolitan area definition]

Percent dcan(ﬁ
Type of res:dence 1970 197m 197010 19

United States .. iiiiiiiiiieeaa. 199,819 212,566 6.4
Metropolitan areas. . ... .. oans 137,058 143,107 44
Central cities. .. . . iiiiiieiaea 62,878 59, 933 —-4.6
Suburban areas. ..o 74,182 83,114 12.0
Metropol-tan sreas of 1,000,000 or more. ... ... ... o.o.... T 79,489 2,367 3.6
Central cities. _. I [ 34,322 31,898 =7.1
Suburban areas. . 45,166 50, 469 1.7

Source: U.S. Bureau of the Census, “‘Social and Economic Characteristics of the Metropolitan and Noame tropolitan
Population: 1977 and 1970,”" current population repoits, p-23, No. 75, November 1978,

TABLE 4. —POPULATION GROWTH IN SELECTED CITIES

Population (thousands)
City 1960 1970 Percent 1975 Percent
Growing:

Houston. .....ouoomnciencnnnans 938 1,233 3 1,322 8
Jacksoaville. - 201 529 163 535 3
Memphis . 497 624 26 661 6
Phoenix._.. 439 582 33 665 1"
San Antoni 588 654 11 73 18
San Diego......... 574 697 22 m 1
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TABLE 4.—POPULATION GROWTH IN SELECTED CITIES—Continued

Population (thousands)
City 1960 1970 Percent 1975 Percent
Formerly growing, now declining:
Columbus a1 540 15 536 -1
680 844 24 813 -4
494 515 4 485 -6
476 45 57 715 —4
476 507 7 413 -7
2,479 2,816 14 2,721 -3
939 —4 852 -6
697 641 ~8 637 -1
5 465 -13 407 ~12
3,5% 3,367 -5 3,09 -8
453 -10 413 -9
876 751 -14 639 -15
1,670 1,511 -10 1,335 -12
n ~3 -7
628 593 -6 -6
2,00 1,949 -3 1,816 -1
4 520 -~14 =12
R 7 622 -17 525 —-16
San Francisco. 740 716 -3 5 -7
Minneapolis. - 483 434 -1 378 -13
New YOrK. eee o ceecaacncccarcanee 7,182 7,895 1 7,842 -5

Source: George Peterson, et al., “Urban Fiscal Monitoring,' forthcoming,

TABLE 5 —CENTRAL CITY AREA POPULATION AS A PROPORTION OF TOTAL SMSA POPULATION
[1.00 equals total SMSA population]

Region and SMSA 1900 1930 1960 1970 1975
East:
Bridgeport. .. ccececcacocaincnca 0.80 0.69 0.46 0.40 0.36
Rartford_...___. .52 .5 .29 .23 .2
Washington, D.C. .67 68 .36 .26 .24
Bammore ..... .70 75 .52 .43 .
Boston._.... .42 36 .26 .23 23
Spnngﬁdd v 62 .58 .52 51
Worcester. 65 1 .56 .51 1]
53 .45 .45 .42 41
47 .35 .23 .20
59 .37 .23 .20 .20
47 .56 42 .35 .33
.69 .62 .40 ) .31
.90 .86 W12 .68 .66
Rochester.... 43 .60 A3 .33 .30
Syracuse. ... 38 .52 .38 .30 .28
Philadelphia. .62 46 40 .38
Pittsburgh... 41 .33 .25 .21 .20
Providencel. .57 .48 .43 .37 .35
Midwest:
Chi 81 .15 .57 .50 A4
.58 .18 .69 .63 .64
i .52 .49
47 .63 51 .67
75 82 .78 .70 .85
.31 64 .66 NI 69
. 72 A .35 32
18 .65 47 38
.51 .57 .38 .33
.79 .83 .53 .41 .
.47 .57 .43 . .37
61 .57 .35 .26 .23
.68 .65 .64 .65
43 .65 4 .40 .
Cincinnati. .52 .53 .39 R .
Cleveland. .. .76 .69 .45 .36 .32
Columbus... .51 .70 .82 .58 57
Dayton..... .37 .52 ] .28 25
edo........ 55 .64 .50 .55 §2
Youngstown 1__ A5 .58 N .37 .35
Madison. _.... - 27 .51 .57 .59 .5
Milwaukee. .- -ToIITTIITD .10 .10 .57 .51 .47

See footnote at end of table.
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TABLE 5.—CENTRAL CITY AREA POPULATION AS A PROPORTION OF TOTAL SMSA POPULATION—Continued

[1.00 equals total SMSA population]
Region and SMSA 1900 1930 1960 1970 1975
Bumluham......-...--..._._.... .21 .50 A7 .40 .36
Mobile. . ... . .50 .46 .53 .50 A7
Jacksoaville. . 1 .83 A 1.00 1.00
Miami...... .80 .17 .31 .26 .25
Tampal.. 33 .85 59 .48 .42
45 .58 .47 .35 .23
.28 .45 .53 .64 g2
.69 .73 .53 .43 40
.35 A5 .66 .58 .95
.89 .87 .69 .56 .51
.23 .50 .58 .61 .60
.10 .45 .65 .59 .58
. .64 .63 .58 .66
Ry .67 .63 .57 .54
............... .47 .62 .63 .67
.29 .50 .30 .43 43
.80 4 .13 .80 K]
.65 .69 .36 .82 .75
.46 .67 .88 .85 .83
.33 .3 .63 1 22
.16 .51 .60 .54 A8
.64 07 .88 .89 .92
.3 .70 .62 .51 .46
.3 .63 .66 .62 .58
.58 72 8 .75 .81
.50 .76 .72 .61 .55
.55 ¥t .50 .48 .42
Wost

.28 31 .66 .60 .54
.88 .58 .80 .74 .67
.30 U 40 .31 .28
.32 .36 .36 .40 .40
.61 .62 A6 45 M
.38 .49 .30 .31 .30
.51 .70 .55 .81 .49
.18 .70 A1 34 .32

.36 40 .31 Al .

.12 .14 .53 .41

.67 .67 .58 .51 46
W2 58 .76 .11 17
.60 .66 45 3 33
.62 67 .42 .31 27
.60 .67 .50 Al .38
.63 .16 .65 .59 57

.67 . .45 .37 .

1 Contains muitiple centrai cities,
R Sounrs-ces ACIR, “Trends in Metropolitan America;"’ 1975 data from U.S. Bureau of the Census, *‘Current Population
eports.’”

TABLE 6.—MIGRATION BETWEEN CENTRAL CITY AND SUBURBS WITHIN SMSA'S, 1975-78

All races Black Spanish origin
Total  Male female Total Male Female Total Male Female

640 2,296 2,344 546 250 296 406 191 215
hmdSMSMountnlcﬂy.“ 2231 1,108 112¢ 261 129 132 154 10 84
Netmigration fatio. ................ 2.08 207 209 208 1.9 224 264 273 25

Source: U.S. Bureau of the Census, *‘Current Population Reports: Geographic Mobility, March 1975 to March 1978."
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TABLE 7.—CENTRAL CITY AND SUBURBAN MEDIAN FAMILY INCOMES, 1963 AND 1976
[In 1976 dollars, 1970 metropolitan area definition]

Median income in 1969 Median income in 1976

Konmetro- N
. Central  Suburban politan Central  Suburban M;?&O;
Sex and race of family head cities areas areas cities areas areas

Allfamiles 3,952 QL1010 si2.8 566
.0tai. ] ) , 831 4, 7, 160 ,
White. 15, 069 17,311 s13,318 s15, 601 ‘}7,413 ‘H’,%
Blac 9,361 12,037 7,435 10,188 10,745 6,155
6,658 8,539 6,542 1, 566 9,35

7,914 8,985 7,411 9,014 9, i g,‘ 2?%
5,125 5,789 4,569 5,494 5,425 3,843

Source: U.S, Bureau of the Census, “‘Social and Economic Characteristics of i i
Poputation: 1977 and 1970," Current Population Reports, p. 23, No, 75, Nolvomber lt{’l;&mtropohun and Nanmetropelitan

TABLE 8.—PER CAPITA INCOME CENTRAL CITY AND OUTSIDE CENTRAL CITY AREAS, 1960 AND 1975

1960 1975
taten e
central ci central ¢
_ Outside to outside Qutside to ouwa
Region and SMSA  Centralcity  centralcity  centralcity  Centralcity  centralcity central city
East:
Bridgeport. . ...... $1, 967 $2,613 0.75 $4, 424 $5, 717 0.77
Hartford.._ ... o , 104 , 521 .83 3,997 5, 828 .69
Washington, D.C. ... 2, 406 2,432 .98 5,659 6,712 .8
Baltimore___._._... , 866 2, 063 .90 4,330 5, 442 .80
on......... ,918 , 363 .81 4,157 5,257 .79
Springfield 1 , 888 , 078 .90 4,159 4,765 .87
orcester. , 935 1,901 1.01 4,435 4,645 .95
Jersey City. , 963 2,107 .93 4,298 4,672 .92
Newark. .. , 792 , 7147 4,420 6,285 .55
Patersont, 2,053 3 a1 4,420 6, 285 .70
Albany!_ ... . 985 ' .99 4,412 4,842 .91
Buffalo.. ... ,913 , 113 .90 3,928 4,712 .83
New York..... A 2 .4 4,333 5, 867 8
Rochester. . . 072 2,259 .91 4,335 5,423 .80
Syracuse.. .. 2, 15. , 922 1.11 4,123 4,551 .91
ifadelphia. , 875 , 272 .82 4,350 5,211 .83
Pittsburgh. .. , 943 , 945 .9 4,426 4,739 .93
Providence 1. , 843 ,823 1.01 4,508 4,564 .99
1,99 2,251 .90 4, 346 5,298 82
2,293 8 .86 4,689 §,9717 .78
2,105 , 957 1.07 4,661 5,192 .90
, 936 4 .95 4,340 5,180 .84
, 031 , 179 .93 4,843 5,223 .9t
, 201 , 035 1.08 4,975 5,434 .91
, 082 . 1.0% 4,951 4,454 L1
005 , 261 .88 4,452 9,715 .18
2, 045 121 1.18 4,449 4,525 .98
, 937 , .99 4,463 4,589 .9
, 218 , 178 101 5, 063 5, 400 .94
, 176 2,1 1.03 4,73% S, 261 .90
, 801 2,192 .8 4, 006 5, 245 .16
, 139 , 846 115 4,877 4,432 1.10
, 124 2,012 1.05 4,614 4,923 9
, 043 2, 031 1.00 4,571 4,674 .9
, 2,693 .68 3,925 5,12 .69
N , 310 .81 4,333 5,169 K
, 973 , 127 R 4,091 5,015 .8
2,012 , 009 1.00 4,571 5,076 .90
, 876 , 936 .9% 4,336 4,712 .91
2, 214 , 873 1.18 4,885 5, 005 .98
2, , 305 .9 4,680 5,628 .83
2,048 2,104 98 4,562 5,123 .90

Ses footnote at end of table.
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TABLE 8.—PER CAPITA INCOME CENTRAL CITY AND OUTSIDE CENTRAL CITY AREAS, 1960 AND 1975—Continued

1960 1975

Ratio of Ratio of
centrai city central city
Outside to outside Outside
Region and SMSA  Centralcity  centralcity  centralcity  Centralcity  central city central city

, 570 , 47 1.16 4,023 4,650 87
, 147 , 101 1.58 3,814 3,120 1.02
, 611 , 814 .88 4,615 gg s?
, 838 , 101 .87 4,416 5,7 .
, 798 . 124 1.04 4,625 5,017 .92
, 934 ,918 1.00 4,527 5, 664 .80
,534 , 287 1.19 4,215 324 1.30.
. 764 + 46 .90 4,302 4,926 .8
, 855 ,493 ] 4,187 S{ g;
, 1480 , 673 .03 4,029 4, .
, 859 ’ 42 4,086 3, 365 L21
, 156 921 K] 4,514 3,335 135
975 , 443 .36 5,007 3,804 1.32
, 981 . 850 .07 4,731 4,503 1.05
2,238 , 560 A&7 5173 4,007 1.23
) , 486 ,570 .94 4,044 4,393 .92
Memphis.. .. ,651 ,220 1.35 4,383 4,033 1.09
Nashville .. , 288 93U .66 4,606 4,717 9
Austin... 222 688 .520 1 4,378 4,658 94
Corpus Christi. ,616 , 226 M 3,941 3,051 1.29
Dal ,219 1,906 .16 5,285 4,932 1.07
.57 , 405 .12 3,479 2,854 L22
. 946 , 182 .09 4,527 4,742 .95
,062 135 .18 s, 110 5,079 1.01
A0 ,937 .13 3,601 4,971 .12
,658 ,613 1.02 4,252 4,509 .9
,940 ,055 . 4,952 5,39 .92
1.m 1,603 L4 4,411 4,354 1.04
2,013 L1741 1.15 4,942 4,933 1.00
1,886 ,942 .97 4,385 5,159 .85
2,138 , 361 . 4,706 5, 842 .81
.984 ,702 1.16 4,243 4,147 1.02
,603 , 453 1.06 5,318 5, 252 1.0l
, 476 ,089 .19 4,765 4,850 .98
.103 ,812 1.16 4,386 4,403 1.00
, 301 , 054 112 5,016 4,663 1.08
, 596 ,516 1.03 S, 672 6, 066 .93
, 205 , 3% .9 4,970 6,120 .81
@oogmo g smo osmo
, 109 ,393 1.51 4,544 3,288 l.%
Portiand . . e84 , 026 L1 5,192 5,126 101
alt Lake City. . , 105 .693 124 4,933 4,161 1.19
eattler .. , 664 ,989 1.33 5,71 8,235 1.09
pokane. . . ,011 170 117 4,499 4,233 1.06
Facoma ........... ,986 , 815 1.09 4,607 4,640 .99
Mean............ 2,221 1,970 114 4,910 4,910 1.01

1 Multiple cities. . . .
2 City and county consoligated and therefore relationships are not applicable.

Source: 1960 data from ACIR, ‘‘Trends in Metropolitan America;”" 1975 data from Bureau of ths Census, ‘‘Genersl
Reveaus Sharing Data Book,” 1977
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TABLE 9.—~DISTRIBUTION OF THE P)VERTY POPULATION AND PERCENT BELOW THE POVERTY LEVEL, CENTRAL

CITY AND SUBURBAN, 1963 AND 1976

{1976 metropolitan area definition]
Type of residence 1970 1977
Percent distribution by residence:
United States (thousands).......ceeeeeccacaccanen . . 27,204 24,975
L S eenseseesssensenserecatennatannsncnnana 100.0 100.0
Metropolitan areas, totsl.._..... 56.0 61.0
Central cities_ .. _.......... Ho 33.0
Suburban areas._. 22.0 23.0
No.nén"mopglun amsl. 4.0 3.0
cent below the poverty le

Ui smos.??... - 13.8 11.8
stropolitan areas, total 11.2 10.7
Central citles. .. 14.9 15.8
Suburban........ 8.1 6.9
Nonmetropolitan 878as. ......coeecenniecoroiacaccmncecssosanceecacsnnasans 19.3 14.0

Source: U.S. Bureau of the Census, “*Social and Economic Characteristics of the Metropolitan and Noametropolitan

Population: 1977 and 1970, Current and Population Reports, p. 23, No, 75, November 1978,

TABLE 10.—~TRANSFER PAYMENTS AS A PERCENTAGE OF TOTAL RESIDENT LABOR

AND PROPRIETOR INCOME-—URBAN COUNTIES?

Percent
Percent of ehan(,'
Incoms, 1975 1970-75
Growing:
Houston (Harrls). ... 81 172.3
Jacksonville (Duval) 53 54.0
Memphis (Shelby). 5.6 43.9
Phoneix (Maiicops; 8.7 66.9
San Antonio (Bexor). 1.2 §3.4
San Diego. . 4.5 41.5
Average........ . cecenncen 17.2 9.2
Formerly growing, now declining:
Cotumbus (Franklin). 15.3 51.9
Dallas. ... . 0.6 50.0
Denver. _. 7.4 »7
Indianapolis (Marion). . 3.9 50.0
Kansas City (Jackson).......... 7.4 60.7
L YT [ 8.1 40.8
AVerage....o.ueeeennnnanes cannen temecesscasnscssarncnasreaseenennnarnnre 15.4 49.2
Declining:
Balt?moro .................................................................. 25.0 73.6
Boston (Suffolk). ...cceeeennn. 31.7 59.3
Buffalo (Erie). o unnemeeeeacaccaeacnemccncanns 20.4 52.5
Chicago (COOK). . .. oemieiniieiecanecaennaanns 15.4 57.0
Cinclnnati (Hamilton). .. ... .. ccoooeaiaiaan.. 16.0 51.2
Cleveland (Cuyahogs). . 16.0 42.3
Detroit (Wayne). . 19.6 n.2
Milwaukee.._.... 16.3 48.2
New Orleans (Orleal 2.2 40.7
Philadeiphia_...._____ 27.0 62.7
Pittsburgh (Allegheny) . 18.6 43.8
St. Louls (Jackson).... ........ 28.0 66.6
M FIBNCISC0. e n e ecocacncaocnaaraoosnraasens 22.6 .2
New York (New York, Bronzx, Kings, Queens, Richmond)... 25.0 5.1
AVBTAEO. . o oeetiemiiicocrenscrnccacmrascancmssnsesarssnssssnnnnssnnsnes 21.6 85.1

1 Adjusted for residents working in county but living outside of county. The names of the counties are In parentheses,

1f not given, the name of the county and the cenlral city in the county are the same or the city is a city-county.

Source: George Peterson, et al,, ‘Urban Fiscal Monitoring,’* forthcoming.,
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TABLE 11,—EMPLOYMENT AND UNEMPLOYMENT IN CENTRAL CITY, SUBURBAN, AND NONMETROPOLITAN AREAS,
1970 AND 1977

March 1977 April 1970
Nonmetro- Nonmetro-
Central  Suburban politan Contral  Suburban politan
clties areas sreas cities aress areas
“wli ber employed 24,594 36, 088 27,539 24,943 28,701 22,316

umber oyed .. __....ccoee. 5 3

Parcent change, 1970-37. .- 12" =14 %5.7 %34 eemmeeennnzeze .
U.umploymnt nte.... 9.1 7.3 7.6 4.8 3.9 4.6
Number employed. . . _. 13,967 21,648 16,572 14,702 18,269 14, 168
Percent changs, 157077 =5.0 i8.5 8700 ceee e e
Unemployment rate. ... 9.1 6.6 7.1 4.5 3.4 4.0
Number employed. . . .. 10, 627 14, 440 10, 967 10,241 10,432 8,148
Paicent change, 1970-77.2.272200 3.8 3 S T N
Unemployment rate__...._..__.. 9.1 8.2 8.3 5.1 4.7 5.7

Source: U.S. Bureau of the Census, *'Social and Economic Characteristics of Metropolitan and Nonmetropolitan Popula-
tion: 1977 and 1970," current population reports, p. 23, No. 75, November 1978,

Senator BrabrEy. Our next witnesses will be a panel consisting of
Lois Parke, county councilwoman, Newcastle County, Del.; Charles
Worthington, county executive, Atlantic County, N.J., and Emil Stan-
islawski, supervisor, Milwaukee County, Wis. All three arc appearing
on behalf of the National Association of Counties.

I would like to extend my personal welcome to you and I appreciate
your willingness to wait through the afternoon’s testimony and your
willingness to come here before us today and give us the benefit of your
thoughts concerning the countercyclical program.

I am pleased to be able to extend a special welcome to the county
executive of America’s newest county of hope and as some would say,
folly, Atlantic County. Chuck, I am glad you are here,

STATEMENT OF LOIS PARKE, COUNTY COUNRCILWOMAN, NEW-
CASTLE COUNTY, DEL., ACCOMPANIED BY CHARLES WORTHING-
TON, COUNTY EXECUTIVE, ATLANTIC COURTY, N.J.,, AND EMIL
STANISLAWSKI, SUPERVISOR, MILWAUKEE COUNTY, WIS, ON
BEHALF OF NATIONAL ASSOCIATIOR OF COUNTIES

Ms. Parge. Mr. Chairman, we thank you very much for inviting
us here today. We, too, recognize you have been here a long time today
and have heard a great deal of testimony.

It occurred to us that perhaps it would be your preference for us
to give you our prepared statement and I undyerstand you do have a
copy of it, which would allow the possibility of perhaps highlighting
it and then being open to your questions.

Senator BrapLEy. I think that would be a good suggestion. We will
insert vour full statement into the record.

Ms. Parke. I will proceed with the highlights.

No. 1, a lot of what has been said here this afternoon that we have
had an opportunity to hear brings up a point, as you know, NACO. the
National Association of Counties, is meeting currently for its legisla-
tive conference.

The No. 1 priority for NACO is revenue sharing and the renewal of
revenue sharing. There is » great deal of concern that some of the

45-084—79—11
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z
debate that is taking place on countercyclical is going to spill over and
perhaps spoil our opportunities for revenue sharing continuity.

Although this program does not in any way, shape or form approach
even the size or the importance to county governments as general
revenue sharing, we do submit to you that it is important. It is an
unique tool that prior to the now defunct countercyclical program, it
was never available in this country to react to a cyclical recession.

Unfortunately, when we did have the recent recession, it took 18-
months to get the program through Congress. I think primarily what
the counties are looking for and that is both the counties who recognize
they would now be eligible under the proposed legislation and those
who recognize full well that they would not be eligible and let us say
they are the more fortunate economically, feel that this insurance is-
worthwhile, that without a tool that can go into effect almost immedi-
ately, we will be no better off through the experience that we had
several years ago.

It is a highly targeted program and that is beneficial. T have men-
tioned it is an insurance. It is a quick trigger. It is efficient and it is
flexible and there are not too many Federal programs that we could
apply those terms to.

The funds are restricted to combat unemployment.

These are really the highlights to my testimony. I would like to allow
both of my friends and fellow county officials to say a few words, sir.

Mr. Chuck Worthington from Atlantic County.

Mr. WortHINGTON. Senator Bradley, let me tell you how extremely
happy I am to see you sitting where you are sitting.

I would like to do a couple of things. I would like to try to respond-
to some of the questions that I heard the committee ask some of the
prior witnesses and I would also like to give you an overview of county
governmental responsibilities.

I think if you take & look at counties and if you take a look at the
relationship between county governments and the Federal Government,
we are probably the largest providers of direct services to taxpayers
that are initiated by Federal programs.

If you take a look at who runs the welfare programs, the county
governments do; who pays a good portion—county governments. In
that particular instance, in terms of welfare. I think we pay a dis-
proportionate share because of the burden falling the greatest on those
counties that can least afford.

Who runs your manpower programs and makes sure the programs
that the Congress of this country initiates are put into operation? We
counties run the programs for Regional Office on Aging. We run the
nutrition sites. We provide health benefits.

We are involved in all kinds of planning activities and getting fur-
ther involved on a regional basis. County governments generally are
running the regional sewage authorities, running the 208 planning pro-
grams for clean water, a responsibility for transportation planning, re-
sponsibility for clean air planning and the implementation that these
planning activities are going to require further down the line are going
to fall on county governments. . _

Here we are, a middle level of governmental agency, that frequently
does not have the wherewithall to tax directly.
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Senator Bradley. you know. in the State of New Jersey, we are trying
to do a yomen job in holding down governmental spending so we have
caps and limits on what the State government can spend, limits on
what the county government and the school boards can spend ; limits on
what the municipalities can spend. .

We in New Jersey do not have a large surplus. In fact, if the truth
be known, it is probably just the opposite. We are probably erring on
the side of fiscal irresponsibility in terms of the lack of surplusor a
cushion that we carry.

We have this kind of a problem. ) ) )

Senator, you asked specially, why tie countercyclical or some kind
of revenue sharing aid program into an unemployment rate concept {

I think you have to 2o back and you have to take a look at how
revenues are arrived and how tax moneys are spent and who is involved
in local governments. ) ]

County government in New Jersey does not have a direct taxing
power but we levy an assessment. We determine how much money
we need in our budget and then we levy an assessment upon all of the
municipalities within our jurisdiction. There is a complex formula in
terms of equalized valuation and a rate is struck.

We are then assured of the money that we get.

The local municipal government has the taxing power but they only
have the power to tax property, the ad volorum tax. Any amount of
money that the county government needs plus any amount of money
that the local municipality needs in order to provide the services to
their people. is levied directly against property.

What {mppens when you have a rise in the level of unemployment?
People stop paying their taxes. They stop paying their taxes and now
the tax collection rate of the municipality. instead of being at 95 or
98 percent now drops to 83 or 87 or 81 percent.

Tn order to raise the requisite amount of money, you then have to
go into another recasting of that program to lay an added burden on
those people who are already paying a share for their goods and
services. You lay upon them a disproportionate share. T think that is
how the whole thing is tied in and keyed into the unemployment
rate.

Senator Moynihan was quite eloquent in terms of talking about the
very efficient system of the Federal Government in terms of collecting
the taxes. The other side of that coin is the distribution of the taxes
that are collected.

T think he said it better than I. We do not have an equitable system
of distribution, :

We sometimes get to be opponents conceptually in terms of Federal
money 18 our money to spend and local money is vour money to spend
when what we are talking about is providing services to the people
who elect all of us. T think the best way to do it is in a cooperative
atmosphere, one which returns, because vou have collected much more
efficiently and much more broadly based than the municipality or
eounty who is limited in terms of levying the tax on only property.

Tet me just tell you the effect of the succession of countercyelical
moneys. In 1977. Atlantic County received $743.000 in antirecessionary
moneys. That money went in because it was labor intensive and went
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into the salary and wage account. The next year it was $706,000. This
year, it 1s zero.

That means we have to go out, and there is also the problem of the
budget lag between our calendar year budget, which starts in January
to December and your fiscal year budget so there is the problem of
responsible assessment of revenues when we make up a budg}e:,t. If wedo
not know in advance of we are going to get or we are not, that is prob-
lem. You go in on a wing and a prayer and it is a very tenuous and not
al very responsible way to manage a fiscal program for the people who
elect us.

We need assurance. First of all, we need the money. Second, we need
the assurance that the money is going to be there in terms of some kind
of stable revenue program that makes sense to us.

You say, what is the effect in Atlantic County{ The effect is we did
not lay anyone off. We did not fire anyone. We did not feel we put
anybody on to do any extra work. We only employ in Atlantic County
the people that we think are absolutely essential to provide the kinds
of services we feel need to be provided.

What we had to do was then go to the taxpayer again, that property
taxpayer, and do them & tremendous injustice because the property tax
rates, especially in New Jersey, although they are a little better now
that we have a statewide income tax, but they are still almost
confiscatory.

I would like to take an opportunity to let Emil have a few words.
I could go on and you have heard it all before, I am sure.

Ms. PargE. Thank you, Chuck.

I would like to introduce to the committee, Mr. Emil Stanislawski.
He is a supervisor from Milwaukee County, Wis,

Mr. Staxistawskr. Mr. Chairman, I am here in somewhat of an
unique position in that I represent a county which in the past has re-
ceived almost $3 million in countercyclical assistance.

Under both versions of the legislation before, you, Milwaukee
County would not receive a single dime. I am not here to complain and
request the appropriation be increased.

I am here to indicate that as chairman of the finance committee in
Milwaukee County. I certainly can appreciate the pressures of put-
ting together a budget that you as finance committee members have
here at the Federal level.

‘We are very supportive of the legislation, either piece of legislation
which is pending before you, primarily because of the provision of the
standby mechanism of the bill which would trigger assistance to our
community. if the unemployment rate would exceed either the 8- or
6.5-percent figure.

Currently our unemployment is at 4.3 percent in Milwaukee Countv.
We have exceeded the 6- or 6.5-percent figure in 1975 and 1976. We
were up over 8 percent for unemployment in those years.

What happens to us when unemployment goes to that figure, we
find our general assistance welfare rolls go up and our hospital costs.
our county hospital costs, start accelerating because people who are
laid off from their private emplovment no longer have health insurance
and they come to the county hospital for health care.

We provide in our county hospital care for anyone who cannot

afford to pay for it.
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We are caught in a situation where we will have rising welfare
rolls and rising hospital costs but our budget will not be geared to
deal with those increased or accelerated costs and we would like to
have this legislation enacted so there is a provision that would allow
for Federal assistance to kick in when we hit that unemployment level
which would provide us with assistance to compensate for these pres-
sures on our local budget,

I think the people that I have talked to at our NACO Conference
in the last few days also share the concern that you gentlemen face in
dealing with the pressures of the Federal budget but they feel ve
strongly about this particular provision in the legislation, whic
would provide a safeguard mechanism, an insurance policy effect for
communities that may at some point in the near future exceed the
unemployment rates that are indicated in the legislations,

Ms. Parke. Senator, T would also like to introduce our legislative
representative from NACO who has accompanied us, Mr. Elliott
Alman,

If T may, I would like to respond to a question which came up
earlier in testimony prior to ours and indicate to you that we in the
National Association of Counties and as individual county officials,
recognize full well the directions that you Senators are being torn in.

This afternoon as we are sitting here, the NACO Board is meeting.
We have for the past 2 days had our steering committees together
acting on a resolution which was passed last summer, or have asked
all of our steering committees to prioritize those Federal programs
upon which we generally secek assistance in the Congress.

This afternoon, our board of directors is taking this maze out, for
instance, of the 442 categorical grant programs which were referred
to earlier, trying to put them down into a reasonable portion so that
perhaps we can be of some assistance in helping to make some sense
out of the maze.

As you have pointed out, you are asked to cut and yet whenever there
is a bill before you, you have people here primarily lobbying for that
bill. which is only one part of the total picture.

We recognize that and we are taking steps to straighten out our
priorities and hopefully to convey to you how we arrived at those
decisions. We hope that will be of some assistance.

Senator BrabLey. Thank you very much.

Do all of the counties that you are aware of have a similar tax
base to Atlantic County, dependent primarily on the property tax?

Ms. ParkEe. Yes: as a general rule. I think across the country you
have some variations, for instance, whether the county government
has home rule or the county government has to get their budget ap-
proved by the State legislature.

Primarily the major funding source is the property tax, also sig-
nificantly, that can only be set once a year.

The other sources of funds, aside from Federal support or State
pass-through grants, are user fees. I think you will find more and more
across the country, any service that can be identifiable to a user is
being more and more shifted to that user in a separate fee, even to
such things as solid waste disposal where we have land fills. You will
find rather than that totally absorbed as part of the tax rate on the



162

property tax, {ou will see shifts so that part of it is raised on the
property tax of it per truckload arriving at the landfill or whatever.

There is a shift but there is a limit to what you can place on user
fees. So many of the services that we provide, for instance, police or
ambulance service, you would be trying to user fee tax the wrong
people. Certainly you cannot use the user fee for high crime areas,
for instance.

Senator BraprLey. Public sales tax.

Is your general impression that the more targeted a program, the
better?

Ms. Parkn. The targeting of the program, I think, is very advan-
tageous. When you get into the fine points of how targeted is better, it
is questionable. Flow large is the pie?

We are not here to testify today on whether we are in support of the
$250 million mark or whatever. I think we feel very strongly that it is
the concept that is important with the hope that if the concept becomes
part of our national policy, where we have major upsets economically,
tha::i the appropriations could follow, depending on the size of the
need.

Senator Bravrey. There are really two concepts here. One is the
countercyclical concept and the other is the targeted fiscal assistance.
Both of those are things you would like to see in the long run extended,
is that correct {

Ms. ParkE. Yes,

Mr. WorrHiNgToN. Mr. Chairman, last night we had a meeting also
of the Urbans Affairs Committee of the NACO organization and a
joint meeting with the elected county officials, which is an affiliate of
the NACO group.

I think the bill or any combination or combinations of bills de-
pends upon the political reality of getting the bill passed.

We are certainly all in favor of the concept. Can we get a billion
dollar bill passed this year? We would certainly lend our support to it.

Are the political realities such that we can only get a modified much
more highly targeted bill passed ¢

You cannot fight the battle that you cannot win. If you have an op-
portunity to get a bill that provides needed, desperately needed fiscal
assistance, financial assistance, to counties and municipalities, we are
in favor of it.

I think the committee and the Congress is going to have to make
those determinations as to how broad, how narrow. how much money.

The need out there is desperate and we are here to testify to that
need and to give you active support in whatever way we can fo get the
best kind of bill, whether it is one of the bills that is already in the
hopper, or maybe some bill that is compromised or a combination of
the proposals that are already in the hopper.

Senator Braprey. What have you specifically stopped in Atlantic
County because you did not have the money this year?

Mr. WorrHiNaTON. We did not stop anything: what we had to do
was to go and dig and pick up the $760.000 or $706,000 and make that
up out of property tax revenues in order to continue the kinds of mini-
mum programs that we think we are providing now.

We think we have & long way to go in providing services to our
people. There are a lot of programs that we would like to initiate.
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There are a lot of areas that we do not even touch because we cannot
afford it.

I guess really needs are always unlimited. The dollars are always
extremely limited.

Ms. ParkE. Senator, in Newcastle County, I think we have an ad-
vantage because of my work on the Taxation and Finance Committee
of NACO. I was down here testifying for countercylical and I will not
say I crystal balled it but being the finance chairman also back home,
my advice_when we were budgeting in May was do not budget the
countercylical next year because I do not think it is coming. We got
one check.

What had happened was the one budget year prior to last year, we
had a cutback of 10 percent on our existing employment, That did not
include the vacancies that had not been ﬁ%led. e have had a higher
increase for 2 years. We have obviously not been able to expand any-
thing. We have dug in.

One of the areas that is well-known in county circles and probably
less attention paid to it by Senators, unless they have a personal prob-
lem, is we are responsible for the sewer systems. One of the services
that we cut out was a $700,000 sewer lateral cleanout program.

One of my concerns is I do not know what the long-range result of
ths;t, is going to be. You can postpone maintenance programs for just
so long.

Weghad two things; we had a tax increase the budget year before
last and we had a 10-percent cutback and we had still not been able to
open up our hiring again.

We have played it very close, very conservatively. I think our situ-
ation has been duplicated around the country. It is not that we would
like to go out and spend a lot of money and we certainly will not, but
we have gotten to the point where this budget year we are faced with
major cutbacks.

Senator Brabrey. How can Milwaukee accept this program when
they do not get any of the money?

Mr. SranisLawskr. Mr. Chairman, Milwaukee County recognizes
there are communities in this country that are in greater need. We also
recognize that the city of Milwaukee receives money under this pro-
gram. The city of Milwaukee is two-thirds of the population of Mil-
waukee County.

The city has been having great difficulty. It had a tough time in their
]gl:t Budget and reduced positions on the police force and across the

ard.

They will be receiving funding. I believe my district, which is 90
percent of the city of Milwaukee, is where the money should be tar-
geted. Milwaukee County will have to make some adjustments,

We were not required to lay off an: positions. We made some mid-
vear adjustments of the effect of which, because of the way the State
llzz)zohandles our budget process, will be a property tax increase in

_ We feel we can adjust. We much prefer to have the revenue but we
realize there are areas where there is a greater need and the city of
Milwaukee is one of them.

Mr. WorrnineroN. Mr. Chairman, may T just put on other concept:

on the record?
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I think there is a mistaken concept that because counties or munici-
palities were given @ number of dollars in fiscal relief moneys, that
they went out and just spent that money in addition to the money they
already had to spend. That is not true.

The converse 1s not true either, that because the money was cut out,
now you just have to go out and cut some programs.

One of the benefits of getting additional Federal dollars is that you
can return some of those Federal dollars in a reduction of the tax rate
and through that enlightened kind of distribution formula which
Senator Moynihan was talking about, there is a need to redistribute
revenues,

Part of the assumption is also the factor that if you get additional
moneys from the Federal Government, you have a responsibility not
just to go out and initiate a whole series of programs and spend all
that money but you have a responsibility to your own taxpayers to try
to return some of that money in decreased property taxes.

That is what it is for; that is what I envision this to be for and I
think that is what revenue sharing is for; it is not that now you have
an extra pot of money that you can run out and spend but you have a
stabilized revenue source that you can now plan on and you can utilize
it in your budget the way you think is the proper utilization and to
give some of that back to that taxpayer on that local level where the
relief is most necessary.

Senator BrapLEy. Thank you. Senator Durenberger ¢

Senator DUrRENBERGER. At this point, I am in the political science
stage in part due to the explanation given by Senator Moynihan, I
do not mind keeping it on that level. I have to go from here and talk
to 60 to 80 county commissioners from Minnesota.,

I will say that only two of those counties are going to get anything
out of this bill,

I want to make a couple of observations and none of which are criti-
cal to anything you have said. -

No. 1, on the issue of the property tax; going on my own experience,
in 1975, Hennepin County, which is Minneapolis, normally they col-
lect about 98 percent of their real estate taxes and it went down to
about 97.5 in the middle of the recession. The basic reason that hap-
pened and that it did not happen in previous years is we took the pen-
alty and the interest up. I do not remember what the penalty was but
the interest went up from 6 percent to 10 percent by State law. People
wanted to hang onto their property so they paid it.

I guess if you were more dependent. on the income tax or pizgyback
or something else, T could more easily buy the argument that in a
re;:,_essi(()ln, you have a problem with property tax and it needs to be
reneved.

The other argument relative to property tax relief, I think it would
probably be better stated that what you are trying to do is hold down
the increase. You are not going to use this directly for property tax
relief but you are trying to control the ranid increase in the property
tax that comes in those periods of economic downturn when your cost
of services is going up and your revenue is more steady.

Let me get to my main point. Because of a perception I know that
every one of you have, NACO has it, the cities had it, and everybody
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had it, that all of us are sitting here with the problem of the balanced
budget. I am not.

1 got elected by the third highest vote ever given anybody in the
State of Minnesota and I did not get it to come down here and balance
the budget. I got it to come down here and spend money more wisely.
That is how simple it was.

We are all getting carried away with this bologna about balancing
the budget and a lot of us Republicans are guilty of selling that as
an inflationary measure.

The important thing is the wise expenditure of money.

What I have been trying to point out in my questions particularly
of local government people is, are you sure you are smart endorsing
targeting?

I fought for revenue sharing way back starting in 1969 from the
State level. I was around in 1972 when we got general revenue sharing
through and the first thing Nixon did was cancel out a whole bunch
of HUD grants. He said, now you have your revenue sharing. The
theory was, now we are going to take your categorical grants away
from you.

You have seen what has happened to general revenue sharing. It
started to he more and more targeted. ’%hey hang more and more
things on it. It is not the original concept of creaming something off
the top and giving it back to local governments to promote the
economy.

I see the same thing happening with this program. You got suckered
in with $1 billion. Fantastic! You can spend it anyway you want and
now they are telling you that there is only $250 million to spend so you
had better go for targeting, you had better narrow that down from
41 big cities to a few little cities.

I have a real concern that I am all for doing what Chairman Long
suggested to us a couple of weeks ago, he said, we ought to take all
this categorical grant money and shove it into just one check and we
ought to reduce the amount of the check by 40 percent and if we rave
it to the cities and the counties, they would be happier and they conld
make better use of that money than if we gave it to them in all these
categorical grants.

Mr. Worthington, you said you run all these programs. You do not
really run them. All you are doing is administering programs that
wise guys like us or our predecessors told you to run and then we told
you how to run them.

I firmly believe you can do a better job of running these programs.
You can make me look good 4 years from now when I have to run
again, if I can get more unfettered money into your hands to spend.

T am sure I am going to support this because T see the arguments.
It is just by way of advice to anybody at the local government level,
do not be too quick when the money starts getting reduced and say,
we are all for the program, we will take it under any circumstances,
whether we agree with this kind of targeting or whatever. Please
keep in mind that this outfit up here, those of us who are here. just
bocause we are spending Federal money, assume we know how to spend
it better than yvou do because we do not.

Tt is un to vou to come here and repeatedly tell ns that and encour-
age us. That is my politica. science lecture and it is obviously what
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I am going to share with these people from Minnesota because they
are not getting anything out of this program,

I think it is an important thing to keep in mind, just follow what
these people up here that think they know more than you do, what
the record has been for the last 7 years of revenue sharing. They are
going to do it to you again if you are not careful.

Mr. WorrHINGTON. Senator, I have never been to Minnesota, but I
would love to help get you elected.

I think there are other kinds of programs that we would like to see,
perhaps much more than countercyclical. If we had a decent fiscally
responsible welfare reform program, but we are not going to get it.

We are here trying to support something that we think we have an
opportunity to get, and that is the political reality. I happen to share
vour feelings about the categorical grants. I am much more attuned
to vour way of thinking and I hope you get reelected.

Senator DDURENBERGER. When you get over to the House, if you have
not been there yet, incorporate a couple of those paragraphs in there,
one of those “yes, but,” we would really like this, but. There are some
who do not come from the kind of involvement that I have had with
local governments.

Mr. WortHINGTON. We spent 2 hours at the House just before I
came here.

Senator DureNBERGER. Too late. Thank you.

Senator Braprry, Thank you, Senator Durenberger.

I thank the panel for spending part of their afternoon here. I think
you have contributed a great deal to the debate.

Ms. Parke. Thank you, Senator.

['The prepared statement of the preceding panel follows. Oral testi-
mony continues on p. 178.]

STATEMENT OF LoIs M. PARKE, COUNCILMAN, NEw CASTLE COUNTY, DEL., CHARLES
WORTHINGTON, COUNTY EXECUTIVE ATLANTIC COUNTY, N.J., AND EMIL M. STAN-
ISLAWSKI, SUPERVISOR, MILWAUKEE COUNTY WIS., ON BEHALF OF THE NATIONAL
ASSOCTATION OF COUNTIES

Mr. Chairman. and distinguished members of the Senate Finance Subcom-
mittee on Unemployment Compensation, Revenue Sharing and Economic Proh-
lems. I am most pleased to testify before you today on legislation to authorize
the counterevclical antirecession assistance program. We are testifying on behalt
of the National Association of Counties (NACo).!

I am Lois Parke. councilman, New Castle County, Delaware. I am chairman of
the NACo taxation and finance steering committee, that is responsible for estab-
lishing policy on antirecession fiscal assistance programs. Testifying with me
is Mr. Charles Worthington, the county executive from Atlantic County, New
Jersey. and Mr. Emil M. Stanislawski, supervisor from Milwaukee County,
Wisconsin. Aceompanying us is Elliott Alman, legislative representative for
NACo.

Tet me first take this opportunity to extend our warm and personal congratu-
lations to Senator Bill Bradley of New .Jersey and Senator David Durenberger
of Minnesota for your election to the United States Senate. I wish you both
long and distingunished rareers in this House of Congress.

I want to thank this subcommittee for taking the initiative and scheduling
hearings on legislation to authorize this very important fiscal program for

1 The Natlonal Association of Countles is the only national organirzation representing
county government in the United States. Through its membership, urban, suburban and
rural counties joln together to hulld effective, responsive county government.

The goals of the organization are to:

Tmprove connty government ¢

Serve ar the national spokesman for county government :

‘Act an a Hataon hetween the Nation's connties and other levels of fo\'ernment:
Achteve publie understanding of the role of counties in the federa system.
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county governments. We are houored to be alle to appear before you today and
present the views of our organization.

Mr. Chairman, we are testifying before your subcommittee today to urge
prompt action on the authorization of countercyclical antirecession fiscal assist-
auce. As you know county governments esdorse a variety of Federal programs,
including the revenue sharing program which will also be considered by this
subcommittee. Although this program does not approach the magnitude and
importance to county governments of general revenue sharing, we submit to you
that countercyclical aid is & unique and necessary tool in the Nation’s ability
to react to, and minimize, the effects of an economic recession. We believe that
both of the bills before your committee, S. 566, the administration proposal,
and 8. 200 sponsored by Senators John Danforth, Daniel Moynihan, and Jacob
Javits would meet this need.

(‘ounties support countercyclical assistance for the following reasons:

1. Thix is a highly targeted program that is designed to aid only the most
distressed communities.

2. 'Yhis program. through its standby mechanism, serves as an insurance to
local and State governments.

3. Through the use of a trigger, aid can immediataly be provided when the
economy reguires it.

4. The program is efficient and flexible ; no money is spent when unemployment
falls below a prescribed trigger.

5. The funds are restricted to combating unemployment.

Mr. Chairman, we recognize the political and economic realities that Congress
and the administration must face over the next several years. I might inject,
that local officials, too, operate under similar constraints to accomplish the near
impossible task of increasing services and reducing expenditures.

We firmly believe that the two pieces of legislation before this committee are
rational approaches to these pressures. Boti bills provide a8 scaled down version
of the prior countercyclical program, with expenditures estimated at 50 percent
of prior proposals. They are highly targeted, guaranteeing that the aid will go
only to those commuunities most in need.

President Carter is to be commended for his renewed commitment to this
program, as evidenced in S. 560 proposed by the administration. Senators John
Danforth, Dauniel I’atrick Moynibhan, and Jacob Javits are to be congratulated
for their continued efforts to seek enactment of this sssistance, and their spon-
sorship of S. 200.

Before I present our views on the substantive portions of this legislation, I
wenld like to provide an overview of the county perspective.

Mr. Chairman, county officials are extremely concerned about unemployment
and the Nation’s economic condition. An increasing number of economists are
forecasting an imminent increase in the numbers of Americans who will be out
of work. The P’resident’s chief inflation advisor, Alfred Kahn, has publicly stated
on a number of occasions, that this Nation may be faced with a *“‘deep recession.”

As the members of this subcommittee nre well aware, 8 number of key Fed-
eral programs aiding local governments have recently been reduced or terminated.
The local public works program was not reauthorized. CETA was cut. Welfare
reform has yet to become a reality. At the same time, inflation continues to take
its toll on the financial eondition of counties.

In order to keep pace with this situation, counties have been forced to raise
taxes and borrow increased amounts of money. The Commerce Department's
Bureau of Economic Analysis has projected that the deficit for all local gov-
ernments will exceed $8 billion by 1980. This debt is increasing, and. I might
add. it is frightening.

This serves to emphasize the important need to enact countercyclical legisla-
tion early in this session of Congress. We all share the hope that this country
does not plunge into a full scale recession, The Carter administration has
achieved substantial reductions in nationwide unemployment during its term
in office, and we hope this trend will continue. Yet, if it does not, there is a
crucial need for a countercyclical mechanism to enable us to promptly act to
combat unemployment.

The urban and rural counties in this Nation bear the primary responsibility
of providing health and welfare services to our citizens. We operate courthouses,
law enforcement agencles, and many other human resource services and
programs,
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It is precisely these types of services that experience the greatest impact
from adverse economic conditions. The demand for these services is directly
related to unemployment and inflation. Yet, when local governments are im-
pacted by inflation, declining tax bases, and unemployment, as we presently
are, these services are often the most difficult to expand. Mr. Chairman, the
reality is that they are often the services which local governments are most
pressured to reduce.

When the couutercyclical concept was originally introduced in Congress, it
took one and a bhalf years before the program was enacted. Precious time was
lost while our Nation was in the midst of 8 severe depression and large num-
bers of Americans were unemployed. I do not believe we can afford to walit for
another recession before standby countercyclical legislation 18 passed.

We need this legislation enacted into law so that it may serve as an in-
surance policy against future increases in unemploywment. When unemployment
is low, the program will assume a standby basis. This “insurance concept” will
not just aid bard pressed county, city, and State governments, but it will aid
in stabilizing the national economy by minimizing unemployment at the mo-
ment it tends to rise. Mr. Chairman, I believe this countercyclical concept is
a critical one. Counties strongly endorse a program that is highly targeted and
triggered to operate only and immediately, when the need exists.

From 1976 tbrough 1979 this mechanism provided almost $3 billion of as-
sistance to local and State governments. Let us remember, this was a period
of high unemployment. The countercyclical antirecession assistance enabled
counties to maintain basic levels of services to our citizens. This assistance
helped us to avoid layoffs of public employees.

In my home of New Castle County, Delaware, unemployment averaged 8.7
percent in 1977. During this time, the county re: :ived countercyclical funds.
Without this aid, unemployment would have unquestionably been increased in
the county, thereby fueling the recession. I might add that neighboring Kent
County, Delaware, had a higher unemployment rate of 9.7 percent in 1877. Our
current rate is 7.9; and Kent's {s 8.8.

Mr. Chairman, I appeared before this committee last May endorsing counter-
cyclical legislation. The Natfonal Association of Counties spent almost a year
working for its reauthorization. Despite the prompt and innovative action of
the Senate Finance Cowimittee and its chairman, Senator Russell Long, the
program was terminated.

The immediate cut off of benefits imposed a severe hardship on many gov-
ernments. Though national unemployment had declined, many localities still
;xperienced, and continue to experience, unacceptably high unemployment
evels.

Largely through the efforts of our national organization, counties were warned
of the uncertainty of assistance and were urged not to antlcipate continued
receipt of the funds. As a result of conscious decisions made in county budget
offices last summer and fall, many counties did not include these funds In thefr
budgets for fiscal year 1979. What might have become a severe fiscal crisis was
thereby averted.

However, as a result of the conscious decisions not to budget these funds,
counties were often forced to make drastic decisions resulting in the postpone-
ment or cancellation of much needed county services in order to avert layoffs
of employees.

It countercyclical aid is not forthcoming to these areas in the near future,
additional and more severe actions will have to be taken. Title I of S. 566 and
Title I1 of 8. 200 provide for this.

In Kenosha County, Wisconsin, for example, winter road maintenance was
virtually terminated. St. Lawrence County, New York, Hidalgo County, Texas,
Delaware County, Pennsylvania, and Brevard County, Florida, have indefinitely
lpost;)foned contributions to capital improvements projects in order to avert
ayoffs.

These actions taken by counties are temporary, stop gap measures, These vital
programs cannot be indefinitely delayed without greatly increasing future costs
to counties.

Mr. Chairman, I would now like to address myself to the proposed legisla-
tion. Attached to this statement is a chart prepared by our staff which com-
pares the former countercyclical program to S. 200 and the Administration bill,
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S. 566. At this point I wish to strongly commend officials of the Treasury De-
partment for making available detailed information on their proposal.

8. 566 THE INTERGOVERNMENTAL FISCAL ASSISTANCE AMENDMENTS OF 1979

This two title legislation would provide significant aid to local and State
governments. The administration has designed a highly targeted program by
employing an increased diminimus in both titles, increases in the national
trigger in the second title, and higher local triggers in both titles, Linking eli-
gibility to per capita income further guides funds to the most distressed
communities.

Counties strongly endorse this approach as consistent with our broad policy
in this area. Title 1I constitutes the security mechanism we have long sought as
insurance from the effects of future rises in unemployment. Title 1 of the leg-
{slation would provide a source of immediate economic relief for 1,230 govern-
ments, including 548 counties hurt by the abrupt termination of the past
program.

Tghe taxation and finance steering committee of our association will be meet-
ing this week to carefully analyze key elements of this bill. The Treasury De-
partment has provided us with a great deal of data that will be extremely use-
ful in this regard. We plan to provide the subcommittee with our decisions on
this proposal including the level of appropriate unemployment triggers, the
setting of diminimus grants, and the two title approach.

8. 200 THE INTERGOVERNMENTAL ANTIRECESSION AND SUPPLEMENTARY FISCAL
ASSBISTANCE AMENDMENTS OF 1979

Qur organization strongly endorsed an identical version of this bill that was
passed by the Senate last year. This two title approach differs from the admin-
istration proposal. To facilitate an adequate comparison of the bills, we would
urge the Treasury Department to prepare a printout on this measure.

Both titles of S. 200 become operative when nationwide unemployment reaches
& prescribed level. Title I of this bill encompasses the insurance concept to pro-
tect local and State governments against high unemployment, triggering aid
to local governments with unemployment over 6 percent when the national rate
exceeds 6 percent.

Title II would operate when national unemployment ranged between 5-6
percent. The local trigger under this title would remain at 6 percent. This title
recognizes that although national unemployment may decrease, there are still
many communities who individually experience high unemployment and there-
fore require aid. It ensures the targeting of funds to only the most distressed
commnuities while phasing out assistance to the others.

This bill is more highly targeted than the past program by virtue of the higher
local unemployment rates for eligibility.

Once again, S. 200 fuifills the long held policy position of county government
in favor of a countercyelical program. Our sterring committee will also be con-
sidering this bill and we will inforin you of any specific policy statements.

In conclusion, both bills represent smaller, more highly targeted counter-
cyxclical proposals than the former prograni. Both retain the all important stand-
by, or insurance concept. I might note that the bills have more similarities than
differences, with Title I of the administration bill closely resembling the second
title of S. 200. Both would provide immediate economic aid to local governments.

Title II of the administration bill and Title I of S. 200 constitute the standby
mechanisms, though employing different triggers.

With your permission, I would like to insert for the record a list of 548 urban
and rural counties whose unemployment levels exceeded 6.5 percent.

Mr. Chairman, I belleve I have outlined a need of county governments for
countercyclical or supplementary fiscal assistance. We urge the Senate Finance
Committee to promptly act on these measures. The similarities of the provi-
sions are such that we belleve the committee may combine the best elements
from each in producing & highly targeted countercyclical assistance program.

County officials support the countercyclical approach as an effective and
proven means of targeting funds to needy communities. Thank you, and I would
now like to turn to Mr. Charles Worthington, County Executive from Atlantic
County, New Jersey.



COMPARISON OF COUNTERCYCLICAL (ANTIRECESSION) PROGRAMS

House bill H.R. 1246; Senate bill, S. 200

Administration bill

Expired progr.
Public Law 369 Title 1 Title 2 Title 1 Title 2

Authorized funding.........._ ... __._.__ $25billion. ... ... ... $2 bullion (titles Land 2)___.___._..__..____________....._ $2000,000,000 (titles 1 and

. 2, maximum).
Timespan ... .. 11€ yr (5 quarters)_.._.._._. 2 yr (8 quarters), titles 1 __________._ . ... ____._.__ 2 Yl amaaan el 2y
National trigger. ... . . ..o ... 6 percent unemployment 6 pevcent ! Sto6p f un- Notrigger.... .. _......._. 6.5 percent for 1 calendar
most recent  calendar rate over most recent 2 amploymont 1ate over most quarter,
quarter. calendar quarters, recent 2 calendar quarlers,

Local minimum ynemployment rate_.________ 45percent. . ... Gpercent. . __._Gpercent.._________________ 6.5 percent.. .. __.______. percent,

Other criteiia for determining eligibility._.... Nome. ... oo e.. Nome.. . ... ._.....Nome_ ... . ._________._... Local governments with per Sama as title 1,

capita incomes 150 percent

(Alaska, 175 parcent. Hawaii,

165 porccnt) above average
are insligible,

Computation of alfocations.. . ......____._. Quarterly__......._......._. Computed quarlerly: $125.- Computed quarte:iy: $85,- $250,000,000 to be distributed Computod 2umex1y $125,000,-
000,000 at 6 percent un- 000,000 when unemploy-  within 60 days of the enact- 5 percent natlonal
employment an additional  ment is between 5 and 6  ment in fiscal 1979; $150,- unom lo ment, plus $25,-
$30,000,000 for every 140  percent 000,000 to be distributed or every }{oofof 1
of 1 parcent over 6 percent. :'9“7'3" 1st 5 days of October  percent over 6 percent.

Distribution ... ... e MOm . varterly ... ____ uarterly ... ... ........ Annually..____.___..__.____ Quartely.

Uses and restrictions_.__.._....___..__...... Funds are to maintain basic Same as past progr. me as past program._.___.. Same as past program. ... Same as past program,

services and levels of em-

ployment, not including

initiation of basic service or

capital improvement or new

construction, Funds must

be spent, oblngmd or ap-
X proprmed within 6 mo.

Formula for distribution_._______ ._....____ Local venue  sharing ..__. L. T [ L (. T Do

tmount multiplied by ex-
cess unemyloymem rate
(over 4.5 percent); divided
br sum of such products for
oll;ibla local govern-
L3l .. oo_..... Notavailable,
PR, Eli‘g'blo, receive 34 of the Eligible for 35 of funds Not eligible........._.___._._ Eligible for 35 of funds.
Minimum yearly altocation_..__._.__....____ $400. $20,000. .. _..o....___.__ $5,000 (quarterly).
. -

041
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ESTIMATED FISCAL YEAR 1979 PAYMENTS TO COUNTY GOVERNMENYS AND RATES OF UNEMPLOYMENT 8Y
COUNTY UNDER S. 566, A BiLL TO PROVIDE TARGETED FISCAL ASSISTANCE TO LOCAL GOVERNMENTS
REQUIRING FISCAL RELIEF
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ESTIMATED FISCAL YEAR 1979 PAYMENTS TO COUNTY GOVERNMENTS AND RATES OF UNEMPLOYMENT BY
COUNTY UNDER S. 566, A BILL TO PROVIDE TARGETED FISCAL ASSISTANCE TO LOCAL GOVERNMENTS

REQUIRING FISCAL RELIEF—Continued

Unemploy-
State and county ment rate silocation
California—Continued
N0 CrUZ.eeecncaeninncmecosacncccosonranccnesenes aeen 8.4 304,124
hasta ... 10.% 301,771
SHSKIYOU. . coveeonemncnracrrucssosacsncnnnnennn 9.9 116,718
ano ... 1.4 , 227
SONOMA . . ccieccenccstcnncaasacniscnscconcarascsnannncncrvansnn 1.5 454, 746
Stanislaus.. 12.0 , 900
Sulter. 11.8 182, 388
Teham 9.8 129,258
Trinity 11.5 66, 241
Tulare 8.0 514 481
Tuolumn 10.4 132,120
Venturs 8.4 910, 504
Yolo.. 1.4 166, 092
Yuba. iiiieiieaeiaeaee teesesesssesssssasscnasaesssasssasastosnannnnonne 13.9 278,220
Colorado:
Archulels 21.1 31,662
j 13.3 52,110
. 8.1 22,928
8.8 23,156
1.4 , 658
7.1 23,034
10.5 , 320
2.8 136,539
Delaware:
KBNL. . . iceicaiucecronacacacianrssanonassncncnsonnacananne vemeecaraeaas 8.8 122,757
New Castle. .o iiiiiecrcencnttcericracatannenreeaennsasaniaaanann 1.9 161,
District of Columbia: None,
Floxi%a: 108, 454
2y, ... . s
Brevard. - 3 269, 633
Broward. . 5 282, 285
- . 41,684
A 1, 486, 816
..... 1. 22,775
..... 14 4, 905
..... 7. 24,007
e aeetmecmeceesesascmessees-eesesssesssccmmemssmcesersassassnonas 9,5 78,496
Highlands._ . : 57,978
Indian Rive . 86,163
3 23,363
o e
7.4 290,788
7. 157, 259
10. 543,128
6. 50, 285
7. 52, 966
9. 184,933
7.0 117, 314
10. , 102
7 & 18
7. 13,353
6. 52,
6. 602, 787
oona
7. 24,885
9.6 479, 873
6.5 13,884
9.2 44,571
11.9 30, 639
6.5 25,074
6.5 22,485
14.3 36,641
6.6 1,475,170
9.6 27, 865
8.1 28, 665
8.0 37,592
JOIS0N o et iievecctreceae i rreecanranerna o 9.8 30, 009
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ESTIMATED FISCAL YEAR 1979 PAYMENTS TO COUNTY GOVERNMENTS AND RATES OF UNEMPLOYMENT BY
COUNTY UNDER S. 566, A BILL TO PROVIDE TARGETED FISCAL ASSISTANCE TO LOCAL GOVERNMENTS
REQUIRING FISCAL RELIEF~Continued

Unemploy- AR
State and county ment rate sliocation
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ESTIMATED FISCAL YEAR 1979 PAYMENTS TO COUNTY GOVERNMENTS AND RATES OF UNEMPLOYMENT BY
COUNTY UNDER S. 566, A BILL TO PROYIDE TARGETED FISCAL ASSISTANCE TO LOCAL GOYERNMENTS

REQUIRING FISCAL RELIEF-—~Continued

State and county

AR
sllocation
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ESTIMATED FISCAL YEAR 1979 PAYMENTS TO COUNTY GOVERNMENTS AND RATES OF UNEMPLOYMENT BY
COUNTY UNDER S. 566. A BILL TO PROVIDE TARGETED FISCAL ASSISTANCE TO LOCAL GOVERNMENTS
REQUIRING FISCAL RELIEF—Continued

Unemploy- R
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ESTIMATED FISCAL YEAR 1979 PAYMENTS TO COUNTY GOVERNMENTS AND RATES OF UNEMPLOYMENT BY
COUNTY UNDER S. 566. A BilL TO PROVIDE TARGETED FISCAL ASSISTANCE TO LOCAL GOVERNMENTS

REQUIRING FISCAL RELIEF—Continued

State and county

Unem
ment rate

AR
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ESTIMATED FISCAL YEAR 1979 PAYMENTS TO COUNTY GOVERNMENTS AND RATES OF UNEMPLOYMENT BY
COUNTY UNDER S. 566. A BILL TO PROVIDE TARGETED FISCAL ASSISTANCE TO LOCAL GOVERNMENTS
REQUIRING FISCAL RELIEF—Continued

Unemploy- AR
State 2nd county ment rate allocation
Pennsylvanis—Continued
Crawford............. heesetterasccsrencnesecasnsnseemsasaaanenaanmeeanan . 7.0 42,132
DEIAWAIE ... o ee et etmme oo oo — v ————— 1.4 416, 331
Elk........ 24 39,424
Erie__... 6. 131,240
Fayette 1. 92,819
Greene.. 1.9 51,539
Huntingdo 8. 50, 449
Lack 1. 191,630
Lawrence. . ..coceoionannae 6. 4}, 006
LUZEIME. oo eeeerieencrcocnnncnnaancenaaannoann 8.4 243,141
Lycoming. . 7. 78,434
cKean... 7 39, 365
Mifflin. .. 7.7 515
Monroe.. 8 49,928
Montgome| 6. 163,279
Northumberland. 8 115,944
N T L | R, 1. 384
Somerset. .. ... cioceiiccneneenen 1 50, 367
Susquehanna. . 1 23,499
lioga..... 7. 23,763
Yenango 6. 250
Wayne... 6. 35,774
Westmorelan 7.0 159,762
Wyoming____ 9. 23,768
Rhode 1sland: None,
South Carolina:
fort 6.9 52,123
arkeley. . 6. 60, 237
Charleston 6. 333,312
Chester... 7. 39, 140
Colleton. 1. 6, 147
Darlington 6. 26, 325
Dillon 7. 25,043
Floreace 7 118, 161
Georgetown 7. 56,179
Jasper. 6. 24,871
Marion 7. 23,055
Marlbor 8 31,871
Orangeburg._ 1. 66, 369
umter. . 8. 7,698
Union.. 8 53,318
YOrK..o.ooemeennanean feeeemercescceenecssneasmecresasesonsnansasennaarenne 6. € 72,131
South Dakota: None,
Tennessee:
13.0 125,121
9.7 66, 366
1.2 24,046
8.6 65, 166
3 ¥
8.2 47,132
W BN
71 26,399
7.8 23,954
8.7 25,015
1.1 65,012
i i
7.4 30,244
16.0 20 101
8.2 B, 845
8 0, 108
7. 26,721
9. 196, 463
8. 29,078
9. 342,984
I
xg' zg.zlgzs
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1. 152,
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ESTIMATED FISCAL YEAR 1979 PAYMENTS TO COUNTY GOYERNMENTS AND RATES OF UNEMPLOYMENY BY
COUNTY UNDER S. 566. A BILL TO PROVIDE TARGETED FISCAL ASSISTANCE TO LOCAL GOVERNMENTS
REQUIRING FISCAL RELIEF—Continued

Unemploy- AR
State and county ment rale allocation
Utah: None,
Yermont: None,
Yirginia:
6.5 35,439
8.9 , 636
15.2 123, 097
2.5 21,620
10.7 , 254
1.6 44, 461
16.0 , 815
7.0 28, 355
lg.! 72,647
of d
T 8. 74,719
[ 1. 56, 158
W 7 34, 836
Washington:
. Ch 10.3 76, 556
8.2 49, 446
8 b 735
6. §5,£89
1. 30,646
; %%
7. 79, 028
11 68, 955
1 26, 628
7. 259,418
9.4 9], 366
7 23,724
2.3 , 275
kima. 8.5 197,330
West Virginia:
=L T, P 12.0 44, 861
Fayette... 6.6 39,891
Lincoln. .. 13.5 63, 260
Logan. 6.7 27,031
McDowell 15.8 178,363
ercer. 1.0 47, 35
Mingo 1.5 84,615
| 11T e, 6.9 32,2
LT TR 7.4 60, 6.
 WYOMING. o iceiiceieicereeaannaae 12.8 134,411
Wisconsin:
Douglas. 6.6 35, 448
Forest 12.9 83, 265
fron. .. 10.3 24,745
Kenosha. . 7.4 70,110
Menomines. . 41.4 107, 067
AW OF o eeiaeeiccncacaemcoremeceeetemaeatosimasatacataaacctanarananans 10.3 28,142

Wyoming: None.
American Samoa: None,
Guam: None.

Puerto Rico: None.
Yirgin Islands: None,

Senator BrabLEY. Our last witness for today is Steven Pruitt, as-
sistant director of legislation, American Federation of State, County
and Municipal Employees, who certainly on this day, deserves the
award for patience,

Thank you for waiting. Let me assure you your place on the program
does not indicate any lack of importance on AFSCME’s part in the
enactment of this legislation.

STATEMENT OF STEVEN PRUITT, ASSISTANT DIRECTOR OF LEGIS-
LATION, AMERICAN FEDERATION OF STATE, COUNTY, AND
MUNICIPAL EMPLOYEES, AFL-CIO

Mr. Prorrt. Thank you, Mr. Chairman,

As you know, I am Steve Pruitt, assistant director of legislation
for the American Federation of State, County and Municipal
Employees.
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AFSCME is the largest affiliate union in the AFL~CIO, repre-
senting over 1 million public employees. . .

I am here today, Mr. Chairman, representing our international
president, Mr. Jerry Wurf, our membership across the country and
to emphasize AFSCME’s long standing commitment to countercycli-
cal fiscal assistance and the targeting aspects that will aid America’s
hard pressed cities and States. .

In the interest of time. your endurance and my endurance, it might
suffice to say we have presented written comments which we would
like to have in thr; record.

Senator Brabrey. We will insert vour full statement into the record.

Mr. Prourrr. I would like to point out just a few things which I
think are important, not only to AFSCMI but are important in terms
of their need for consideration on this legislation.

There is off quoted adage that I believe says a great deal about why
we are here today. It goes something like, a recession is when my neigh-
bor loses his job. A depression is when I lose mine.

This little quip expresses an important truth about our modern econ-
omy. In the United States today, the quiP vou hang on national
economic trends, words like “recession” or “recovery,” and they fre-
quently do not tell us much about the every day economic reality faced
by people in different parts of the country.

When we talk about the legislation currently before this committee,
T think it is important to note, as many of the other speakers have
discussed, that the issue of surpluses on State and local levels are some-
what of a misnomer in that you are really talking about a figure that
is the majority of calculated pension funds which none of those levels
can utilize,

The second point which is important to note is using unemployment
as a target or triggering various aspects of this program, two other
things need to be kept in mind.

One, we at AFSCME feel that the level as proposed in the existing
legislation is far too high. We recommend a 6-percent level as the trig-
ger. We think the difference between 6 percent and 6.5 percent rep-
resents 500,000 unemployed Americans in this country. Quite frankly,
we are extremely concerned about those people because a good number
of them represent our members.

We also are cognizant of the fact that when those people are unem-
ployed, they are not paying income tax, they are not able to pay prop-
crtly taxes, as has been pointed out by many of the other speakers here
today.

We think these are important factors which need to be placed in con-
sideration of this legislation.

Another issue which we feel is important to make light of in con-
sideration of this program is the dollar amounts which the adminis-
tration has proposed.

We at AFS(B,ME feel these amounts are far too small. We do not
feel they will adequately address the problem. We think the concept
of the administration is & good one and certainly deserves congres-
sional suf;port.

A final aspect which I would like to bring to your attention is the
issue of the involvement of the States. The initial portion of this legis-
lation does not involve the States in terms of its implementation.
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We feel that States like cities all operate under different circum-
stances.

As is reflected in our written testimony, we point out the unemploy-
ment figures in & number of States far exceed the levels that are pro-
jected in the legislation the administration is forwarding.

We would strongly recommend in the final drafting of any bill, that
the States be given consideration for inclusion.

Having made those statements, Mr. Chairman, I would certainly be
willing to answer any questions,

Senator Brabrey. Mr. Pruitt, at this time of the day, I would just
like to thank you for your statement and your patience. If you could
just answer one question we hear quite often. How would you identify
the services you see going first if this aid is not restored ¢

Mr. Pruitr. I think as has been graphically stated by sone of the
other speakers today, we are talking about, in our case at AFSCME,
maintenance programs in cities, counties and State governments. Many
of those programs are delivered by our members, We feel whenever
you have to talk about cutting back on services, on budgetary require-
ments, our members are gone and those services are gone.

Maintenance is a big portion. You are talking about other delivery
of services, planning services, in terms of actually administering the
programs that the Federal Government dictates to those local levels,
many of those mid-level managers are gone also.

We feel those areas certainly are reflective of the need that this leg-
islation attempts to address.

Senator BrapbLey. Thank you very much, Mr. Pruitt.

[The prepared statement of Mr. Pruitt follows:]

STATEMENT OF STEVEN PRUITT, ASSISTANT DIRECTOR OF LEGISLATION, AMERICAN
KEDERATION OF STATE, COUNTY, AND MUuNIciPAL EMpPLOYEES, AFL-Cl0O

Mr. Chairman and members of the Subcommittee: My name is Steven Pruitt
and I serve as Assistant Director of Legislation for the American Federation
of State, County and Municipal Employees. AFSCME is the largest affiliate
union in the AFL-CIO, representing over one million public employees. I am here
today representing our International President Jerry Wurf, and our membership
across the U.S.

Mr. Chairman, I am here to testify iu support of a targeted fiscal assistance
program for state and local governments,

In response to the economic recession of 1975-76, the concept of targeting aid
to fiscally distressed jurisdictions gained wide support. As a result, the Congress
passed Titie II of the Public Works Employment Act of 1976. This “counter
cyclical” aid program provided federal assistance to state and local governments
with relatively high unemployment rates. In 1977, the Congress extended the pro-
gram, with some minor modifications, through September 30, 1978.

Studies of the counter-cyclical aid program—including those of the Department
of the Treasury and the Advisory Commission on Intergovernmental Relations
(ACIR)—have shown that this program not only benefited communities in need
of temporary, short-term aid, but also assisted communities in long-term struc-
tural decline. For example, in its study of the 48 major cities, the Department of
the Treasury concluded that the counter-cyclical aid program was more effectively
targeted to high-strain cities than either the Comprehensive Employment and
Training Act (CETA) or Local Public Works. In the two years of its existence,
this program served our cities and states in two different ways: (1) it cushioned
the impact of the previous recession on state and local governments, and (2) it
effectively targeted ald to those areas most in need.

There are two major reasons why re-ensctment of targeted fiscal assistance
is essential. First, a close look at current economic conditions in some of our
major cities illustrates tremendous meed for this program. Mapy areas, still
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grappling with declining tax bases, deteriorating infrastructures and inade-
quate services, require continued aid. In addition, expectations about the per-
formance of the nattonal economy over the next year are pessimistic—the eco-
nomic recession expected by the end of the year will necessitate a “counter-
eyclical” federal program.

The degree of “distress” now experienced at the state and local level has been
debated in recent months. Some have argued that the existence of state and
local “surpluses” eliminates the need for continued federal aid. Although this
sentiment has gained rather wide acceptance, it is based on a serious mis-
interpretation of the surplus statistics provided by the Bureau of Economic
Analysis, Department of Commerce,

It is true that in 1978, preliminary reports show an aggregate state and local
surplus of $26 billion. However, $20 billion of this total consists of the surplus in
“social insurance” funds—primarily contributions for retirement plans, This sur-
plus is really owned by the participants in, for example, public pensions plans.
Such funds cannot and should not be used to forestall service cutbacks or pre-
vent lay-offs of employees in times of economic hardship.

The “other accounts” surplus remaining—the $6 billlon—-is & more appropriate
figure to use in assessing the fiscal condition of the state and local sector. Accord-
ing to the latest estimates, not only has the other accounts surplus been declining
;groughout 1978, but this category is expected to remain i{n deficit throughout

9. '

In addiion to the fact that this surplus i{s disappearing, other consideratfons
limit the usefulness of this measure to gauge fiscal distress. In the first place,
most state and local Jurisdictions are forced by law to balance at least their oper-
ating budgets. The existence of an aggregate surplus does not reflect the means by
which budgets are balanced—e.g., layoffs, service cuts, and increased debt have
all been used in the past few years to balance state and local budgets.

The second major point to note i8 that the BEA number i3 an aggregate num-
ber—it includes the surpluses of all 50 states and over 5,000 local jurisdictions.
In the derivation of the total, large balances in a few areas can account for the
majority of the reported surplus. For example, rapid increases in revenue in 8
high growth state like California (the State reported an end-of-fiscal year balance
of $5.5 billion last June) can swamp the problems of a state like Pennsylvania—
where the budget was barely balanced last year with the help of an income
tax increase. An aggregate number masks the fiscal problems of individual
jurisdictions.

It is clear that state and local governments are not entering FY 1980 with
huge surpluses. Instead, it would be far more accurate to say that the need for
federal assistance is as critical today as ever. A brief fiscal survey of major
American cities documents this point.

Atlanta.—Highly dependent on federal aid. In FY 1978, received 40 cents
from the federal government for every $1 raised locally, CETA has funded over
a quarter of the city’s jobs. In anticipation of cutbacks, anticipates doubling
city service fees.

Bgltimore.—Received 46 federal cents for every local dollar in 1978. Reduc-
tions in federal public works aid hurt city, and additional federal aid cutbacks
are prompting service and staff retrenchment..

Boston.—Local tax rate—$252.00 per $1,000 assessed—one of nation’s highest.
If state ald slackens, severe cutbacks expected. Plans already in works to lay
off 1,500 city CETA workers by the end of the current fiscal year.

Buffalo.—Received 76 federal cents for each locally raised dollar in FY 1978.
CETA has employed up to one-third of city’s workforce, Last city budget bal-
anced by $11.5 million state loan. City as already slashed its capital budget over
30 percent from 1976 levels and will be hard-pressed to repay loan.

Cleveland.—Extremely dependent on federal aid, which now amounts to over
60 percent of the city’s own source revenue. Besides its recent default on $14.5
million towed to major banks, city also defaulted on $4.8 million pension fund
payment.

Detroit —Federal funds make up 77 cents of every local revenue dollar. Two
months after federal countercyclical ald pregram expired, city announced layoff
of 350 regular employees.

New Orleans.—City gets 88 federal cents for every local dollar. Transit sys-
tem’s defleit up to $14 milljon. Lost $0 million {n countereyelical aid. New taxes,
fee hikes planned. Four public achools closed.
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New York City.—City's ability to balance future budgets hinges on continued
federal aid. City already suffered massive layoffs and service cutbacks after 1915
fiscal crisis. Further cutbacks—including the dismantling of the municipal hos-
pital system—feared if federal help falters.

Newark.~—Expiration of countercyclical aid coupled with municipal spending
caps led to lay-off of over 400 municipal employees, including 200 police. Un-
employment rates here have been more than twice the national average. Federal
aid has stabilized the economy in the past.

Philadelphia.—Federal aid has increased 60 percent since 1976 and now con-
stitutes a third of revenue total. Local taxes have skyrocketed since 1975, with
the property tax rate alone up 668 percent. Over 1,000 CETA employees and 100
regular employees will be jobless by end of the year.

St. Louis.—Received 56 federal cents for every local dollar in 1978, Federal
aid funded 43 percent of the city’s capital budget. End of Local Public Works pro-
gram will short-circuit city’s construction and revitalization.

This sample of jurisdictions highlights the problems in many of our older
central cities.

In addition to the current fiscal problems existing in these areas, the economic
outlook for the next year supports the need for a program that will respond
automatically to downturns in the national economy. Most private forecasters are
projecting a recession (i.e., two quarters of negative real growth) by the end
of 1979. Although this recession is not expected to be as prolonged as the previ-
ous one, the impact in some areas could be severe—especially slow-growth, high
unemployment areas. {National statistics reflect average performance, but the
distribution of the “burden™ of a recession is not equal across the country.)

The following table compares the forecasts of Chase Econometrics and Data
Resources, Inc. for fiscal year 1980. Both are projecting significant increases in
unemployment rates and slower growth for the year,

{Dollar amounts in billions)

Chase Econo- Data Re-
metrics  sources, Inc.

Deficit I‘Suniﬁed basis) -$59. 4 —-$42.8
Real GNP (percent change, year over year). 2.0 2.6
Unemployment rate (annual average). ... .. .. ...eo oo eeaanns 1.4 6.9

1 Reflects $10,000,000,000 in tax cuts.
Note: January 1979 forecasts.

The expectation of a recession at the end of the year requires that an assist-
ance program be in place, ready to respond to changing economic conditions.
Unless this program can be triggered quickly, unnecessary hardship will be
gn;ated for state and local governments by lengthy legislative and/or funding

elays.

We advocate the continuation of a “two title” program—I.e., one that ad-
dresses itself to structural as well as eyeclical problems. Two major concerns in
the establishment of such an assistance program are that (1) it be well-targeted,
and (2) it be adequately funded.

The program proposed by the Administration is a step in the right direction.
Conceptually, we support this renewed effort. Subtitle A of the program
(targeted assistance) provides ald to local jurisdictions with unemployment
rates above 8.5 percent, without regard to the national unemployment rate.
Sub